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THE OUTLOOK 


Prices Well Maintained—Steel—The Railroad Contrante--Our 
Military Progress—General Business Active—Bonds 
and Preferred Stocks—The Market Prospect 


HE recent extreme duilness of the market has been chiefly due to fears that the 
necessary money could not be obtained to sustain advanced prices, but the 
industrials as a whole have demonstrated their ability to rise in spite of this 
handicap. This is certainly a very encouraging symptom, for a market which 

can advance in the face of the present heavy demands on capital necessarily has behind 

it other favorable factors of much importance. 

The average of fifty stocks has remained within a range of about two and one-half 
points since the middle of June. On June 27, this average touched 73.3, and the low 
point of August 8 was just about two points below that figure. Between those two points 
there was a slight downward drift, but so slight as to demonstrate clearly the strong power 
of resistance which underlies the present level of prices. And all of this small 
loss has now been recovered. 














The Steel Situation 


HE event of the past two weeks—aside from the important progress made by 
the Allies on the battle front—was the splendid showing of the U. S. Steel 
Corporation in its second quarter and the maintenance of its dividend rate at 
414% quarterly. A special article is devoted to the subject in this issue. 

Because of the dominating importance of this stock in the market, the report encouraged 

holders of industrial stocks all along the line. 

There is little change in the position of the steel trade as a whole. The war demand 
continues to tax the productive capacity of all the companies, and it is evident that this 
must be the case throughout the war. It is a war of steel, and the “quantity production” 
of armament, munitions and transportation machinery by the United States will win the 
war. Under such conditions there can be no question about the steel plants being kept 
busy up to their full capacity, and it is equally true that the Government cannot afford 
to take the chance of any relaxation of the stimulant to production which is afforded by a 
satisfactory profit. The companies are justly entitled to such a profit and they will be 
allowed to earn it, both as a matter of justice and one of policy. 

The latest step, the refusal of the Government to make any allowance of steel for 
the production of passenger automobiles and the warning to the companies to transfer their 
plants to war work, merely emphasizes the continued activity upon which the steel com- 
panies may count. 

As to the automobile companies themselves, the larger ones are already engaged 
upon war work or trucks to such an extent that their earnings will continue satisfactory 
even without revenue from passenger cars. Some of the smaller companies have not yet 
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devoted themselves extensively to war work, partly because of lack of suitable facilities. 
They will perhaps suffer somewhat from this ruling, but the effect will also be to greatly 


stimulate their efforts to take their part in war work. 


The Railroad Contracts 


HE best evidence that the railroad companies will eventually be fairly treated in 
"TT the matter of their contracts with the Government is to be found in the action 
of the railway stocks. The average of 25 rails, after touching 52 last 
December, jumped to 60.7 on the announcement of Government operation, 
and early in January reacted to 56.9. Throughout all the long period since then, in spite 
of many fears that the contracts would prove unsatisfactory to holders of railroad securi- 
ties, prices have remained well above the 57 level. From June | to August 10 the entire 
range of the average was only about one point. As this is written, however, the rail 
average is again above 62. 

The meaning of this price record is that holders of railroad stocks have confidence 
in the fairness of the Government, in spite of temporary developments which might cause 
uneasiness. Until 21 months after the end of the war the Government is responsible to 
the owners of railroad stocks. It has taken their property away from them for the public 
good, and it is unthinkable that they should be treated unfairly. ‘Whatever may have 
been the past sins of railway managers—and in some cases they have been more than 
venial—they afford no excuse for ill treatment of stockholders whose property has been 
borrowed for Government use. 

These stockholders will have to bear their share of war taxation in whatever form 
it may be applied, and will do so willingly. It would be the height of injustice to prevent 
the roads from making their customary dividend distributions to aid investors in meeting 
these heavy taxes. 


It is probable that the signing of these contracts will not be delayed much longer, 
and it should benefit the market for railroad stocks through the removal of whatever 
uncertainty now exists. 


The Teutons Weakening 


HAT investors think of the war outlook is best shown by the sharp advance in 

foreign bonds. Anglo-French 5s, representing the combined credit of Britain 

=) and France, are above 94—which compares with 90 when the German 

— offensive started, 881/44 at the beginning of this year, and a low point of 817% 

in 191 7. This advance of over 12 points indicates plainly that bond buyers believe the 
Teuton menace is passing. 

City of Paris 6s are at 92, against a low of 7314 last year, and Bordeaux 6s are 
above 95, against a low of 74. These prices roughly measure bankers’ views as to the 
possibility of the Germans getting to Paris. 

On the London Stock Exchange there has been an advance of prices which, as 
compared with previous inactivity, may almost be called a “‘boom’’ of moderate propor- 
tions. Russian securities there have risen 10 to 15 points within the past two months. 

In New York, the Russian Government's 614% notes, due 1919, and the 542% 
notes, due 1921, have both touched 60, after selling at 38 and 32 respectively last 
March. They have, however, reacted about 5 points from their highest quotation. These 
prices measure the hope of the downfall of the Bolshevik Government, which had 
announced the repudiation of the foreign debt. 

In the meantime, German currency has recently been quoted in Switzerland at only 
a little more than half its normal value, and Austrian currency at about 40% of its value. 
And German hopes of getting important food supplies from the Ukraine have proved 
illusory. The Russian peasant has had a lesson in the value of paper money, and he does 
not care to exchange his wheat for engraved promises, whether of German, Austrian, or 
Russian origin. He would be glad to barter it for his industrial necessities, but the 
Teutons are too busy making war to be able to supply him with any considerable quantity 
of these—and the war will keep them still more busy in the future. 
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All these facts indicate very strongly the beginning of the end. Yet, it would be 
a grave mistake to underestimate the magnitude of the task still before us, which is likely 
to demand the greatest effort we are capable of putting forth. 


Business Conditions 
G ENERAL business activity is now substantially back to the maximum level of 


a year ago, after having suffered a moderate reaction last winter. That 
reaction was a natural result of the tremendous transfer of activity from 
ordinary lines into war production. Some friction naturally occurred, and a 
little time was required for the readjustment. 

We are now in our war stride ,and production in all directions is so near maximum 
capacity that it cannot be increased further except as a gradual result of “more work” 
through the employment of women and of former idlers. The hot wave in the corn 
belt has somewhat reduced the crop prospect, but a big yield is still probable. 

As to the longer future, there can be no doubt that the effect of the war on our 
industrial conditions will be to some extent permanent. During our Civil War the with- 
drawal of men from the farms helped to stimulate the adoption of agricultural machinery, 
then comparatively new; developed the meat-packing and canning industry; brought into 
use many kinds of industrial machinery and labor-saving devices. 

In this war similar causes will bring similar results. One of these will be a perma- 
nent increase in the use of farm tractors and other motor machinery. This change would 
have to come in any event, but will be greatly stimulated by the war. Another effect will 
be the spread of manufacturing over a wider territory, with less concentration in the 
Eastern states. Still another will be a more rapid growth of centralization, Government 
control, and elimination of duplicate facilities. This is also a movement which was in 
progress before, but has become much more rapid. The steps toward greater efficiency 
which are taken now under the pressure of war will not be wholly retraced. 





Bonds and Investment Stocks 


HE calmness with which our market for corporation bonds contemplates coming 
taxation and further Government loans is reassuring. Aside from a trifling 
decline of about one point on the average in industrial and public utility bonds, 
the general bond market has been almost stationary since June 15. True 

enough, it is stationary near its lowest level; but its ability to stand up under the steady 
drain on our capital and resources, which has assumed a far greater scope than was at 
first anticipated, shows a power of resistance which augurs well for the future. 

The same tendency is visible in the market for high grade preferred stocks—those 
whose dividends are strongly protected by earnings. 

Many investors, doubtless, will wait too long before making their selections of 
securities of this class. No one can catch these prices at their lowest, unless by accident; 
but as measured by interest yield on price, as well as by value based on assets and pros- 
pects for earnings, bonds and high grade investments are now cheap. 


The Market Prospect 


S to railway and industrial common stocks, the present outlook is favorable. With 
the settlement of the details of Government control of the railroads, their 
stocks should in most cases be able to maintain a somewhat higher level of prices. 

As explained in the article on U. S. Steel, which appears in this issue, 
industrial common stocks as a class have been put on a new basis by the great rise in 
commodity prices. In many cases stocks which before the war represented for the most 
part the possibilities of future development, now have actual assets behind them, and we 

lieve their greater earning power will be found to be based less on the direct effect of 
war business than has been commonly assumed. In the industrial section of the market 


the broad tendency of prices appears still to be upward. 
August 13, 1918. 











Our Point of View 
On Vital Factors in Finance and Business 





73.1 WHAT is undue embarrass- 
Avoiding ment? That will have to 
“Undue Em- be decided before wé can get 
barrassment.” the exact meaning of the fol- 
lowing extracts from the recent 
resolution adopted by the directors of the 
Federal Reserve Bank, emphasizing “the im- 
portance and necessity of conserving credit— 

“By endeavoring to secure such gradual re- 
duction as may be practicable of loans now 
carried for non-productive or non-distributive 
purposes ; ¢ 

“By gradually reducing the amount of credit 
granted for purposes not clearly necessary for 
the prosecution of the war or the health and 
necessary comfort of the people, and 

“By educating borrowers of all classes to 
keep their demands for credit down to the 
very minimum. . 

“It is of the highest importance, however, 
that nothing should be done to cause undue 
embarrassment or affect necessary credits.” 

It is clear that the questions what are neces- 
sary credits and what would cause undue em- 
barrassment must be left to the banks to 
answer, under the supervision of the Federal 
Board. So far their decisions have not been 
drastic. Time money has become scarce in 
the security markets, but borrowers always 
have access to call money and the banks’ pool 
has kept the rate at 6@612% or lower. 

* . . 

|F the aid of the War Finance 

Corporation could always 
be employed as successfully as 
in the case of the recent flota- 
tion of the Bethlehem Steel new 
7% notes there would be no need of such 
careful limiting of its advances. The Cor- 
poration underwrote a $20,000,000 block of 
these notes, but the public snapped them all 
up, so that the Corporation made its profit of 
about one-half of one per cent without doing 
anything except to look dignified. 

Undoubtedly the War Finance Corporation 
earned its commission. The fact that it was 
ready to participate in the financing if neces- 
sary was decidedly reassuring to prospective 
buyers of the notes and thus helped in their 
sale. < 

It is a somewhat different story when the 
War Finance Corporation is asked to come to 
the aid of a public utility which is barely mak- 
ing ends meet because of rising wages and 
costs and stationary rates. And there re- 
mains the additional consideration that the 
extension of credits of all kinds should now 
be held in check as much as practicable. So 
that a cautious administration of the War 
Finance Corporation’s great power is highly 
essential. 


Government 
Underwriting. 


= * . 
HOWEVER, “there is hope,” 
as Dr. Munyon used to tell 
us, for the public utilities. The 
War Labor Board, in granting 
wage increases to employees of 


“There Is 
Hope” for 
Utilities. 


22 street railways, recommended the enact- 
ment of special legislation to cover the “very 
perilous financial position” of these companies, 
and declared that “in justice the public should 
pay an adequate compensation for a service 
which cannot be rendered except for war 
prices.” 

The trouble is that the public utilities are 
under the control of State or local Public Ser- 
vice Commissions, and most of those com- 
missions dislike to take what they believe 
would*be the unpopular stand of raising rail- 
way fares or rates for gas and electricity. 

Nevertheless, the leaven is slowing working. 
The public is not intentionally unfair, and the 
need for higher public utility rates is being 
more and more generally recognized, as evi- 
denced by the numerous increases in street 
railway fares mentioned elsewhere in this 
issue, 

* + 


* 
FROM time to time the 
question has been argued 
to Tax from the theoretical standpoint 
Municipals. whether the constitution gives 
the Federal Government the 
power to apply the income tax to the interest 
paid on State and municipal bonds. It is now 
reported that the House Committee has de- 
cided to test the constitutionality of such a 
tax by including it in the taxation program 
now being framed. 

The income tax amendment to the consti- 
tution says that “Congress shall have power 
to lay and collect taxes’ on incomes from 
whatever source derived.” To the layman 
this seems to cover the ground pretty thor- 
oughly. 

Nor could holders of municipals justly pro- 
test against being taxed. On the contrary, the 
imposition of an income tax on all other 
bonds, to the exclusion of municipals, really 
amounts to a discrimination against holders 
of other classes of bonds. Especially now 
that the income tax is a war tax, the muni- 
cipal bondholders cannot consistently object 
to being included. 

* * . 


HILE it is remarkable that 
corporation bonds are 
able to hold their own in the 
markets in spite of increased 
_ taxes and the sale of billions of 
Government issues, it is not new in the 
world’s history. In all great wars the bonds 
of the winning side have usually made nearly 
their lowest prices early in the conflict. Se- 
curity markets have an uncanny way of sens- 
ing the result of a war long in advance. 

In the Civil War the lowest security prices 
came in 1861, and in the long Napoleonic 
Wars, although prices fluctuated with varying 
fortunes of the numerous contests, it was 
broadly true that the tendency of prices was 
upward during most of the time after the 
first few years. 


Proposal 


Bonds are 
Prophetic. 
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War-TimeNeeds of Utilities 


War-Time Service Depends Upon Mutual Faith of Public 
Utility and Public—Rights of Public Utility Investor 
Written for THE MAGAZINE OF WALL STREET 


By THEODORE P. SHONTS 
President, Interborough Rapid Transit Co. 


HIS is war-time. In the conduct of 
every business the thought of first 
importance is the efficiency of that 

: particular industry as a part of 
the national war program. 

The intimate connection of public utili- 
ties in general and of the electric railways 
in particular with the war program is clear. 
Secretary of the Treasury, Mr. McAdoo 
had it in mind when he said, “Our local 
public utilities must not be permitted to be- 
come weakened. Transportation of work- 
ers to and from our vital industries and the 
health and comfort of our citizens in their 
homes are dependent upon them.” 

The same thought lies behind the words 
of President Wilson, who, in replying to 
Secretary McAdoo, said: 

“It is essential that these utilities be 
maintained at their maximum efficiency and 
that everything reasonable be done with 
that in view.” 

From causes which are not local, but 
which are nation-wide, the electric railways 
have fallen into difficulty. From one ocean 
to the other they have appealed to the public 
authorities for permission to increase their 
rates of fare. 

It is not a question of higher dividends, 
it is a question of being allowed to live. A 
few days ago Mr. Taft, in recommending to 
President Wilson legislation to the end that 
fares may be increased to meet higher wages, 
said—“In justice the public should pay 
an adequate war compensation for serv- 
ice which cannot be rendered except for war 
prices.” 

A great many of these companies have 
never paid any dividends. Even those that 
have paid dividends are not requesting in- 
creases for dividend purposes. 


Higher Wages Essential 


Of first importance in this connection is 
the matter of wages. The cost of living 
has risen so rapidly that it has been impos- 
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sible for the companies with their legally 
limited income, to increase wages as rapidly 
as the living expenses of the men have in- 
creased. Yet it is vital, if good service is 
to be rendered, that the railway companies 
be able to meet competition of temporarily 
high wages in other industries. In this 
way only can the trained forces of experi- 
enced men be kept together and safe and 
dependable service be given to the public. 

War time conditions must be met. If 
they are not met, it is inevitable that the 
quality of service must suffer, and service 
now should be increased rather than de- 
creased. The lesson of experience is un- 
questionably that decreased service costs the 
public more in the long run than a slight 
addition to the car fare. 

The first charge upon the earnings of the 
company must be wages. “The + tel is 
worthy of his hire.” Men must be paid 
good wages entirely regardless of the profits 
of the company. Wages are a legitimate 
part of the cost of service and if the public 
is to have the service it must pay the cost. 

I know of no better expression of this 
sort than that contained in an article by 
William L. Ransom, Chief Counsel of the 
Public Service Commission of the First 
District of New York, recently printed in 
The Survey. Mr. Ransom said: 

“The public is coming to realize, tardily 
but surely, that whether the form of owner- 
ship and operation be public or private the 
public can have in transportation, or public 
utility service, only what it is willing to 
pay for and that there is no way of getting 
something for nothing for the public from 
a public utility over any considerable period 
of time. 

“T am of the personal view that the main- 
tenance of public utility service and the 
labor forces employed therein in a high 
condition of efficiency is a matter of para- 
mount and primary importance to the great- 
est number of people, wage workers, and 











MR. THEODORE P. SHONTS 


At the request of THE MAGAZINE OF WALL STREET, Mr. Shonts has taken up his 
pen and summarized the public utility situation in the article which appears herewith. 

A square deal for the public, a square deal for the public utility company and a square 
deal for the public utility investor is the theme of Mr. Shonts’ remarks. His is the modern 
viewpoint of the present-day industrial leader which is in such marked contrast to the “Public 
Be Damned” attitude which prevailed a quarter of a century ago. It remains to be seen if 
there is a change in the general “Public Utility Be Damned” viewpoint which has largely 
prevailed of late years. The indications are that there is. 
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small-salaried employees especially. If 
choice has to be made between deterioration 
of service, property and employees on the 
one hand and slight temporary advances in 
fares on the other, I think the advance 
should be made, wherever necessary, to con- 
serve the major ends.” 

While it is true that public service laws 
generally, are written around the philoso- 
phy of “a fair return upon the fair value 
of the property used in the public service,” 
this consideration is being willingly waived 
in war-times by the industry as a whole. 
The real point the electric companies are 
pressing home is the importance of con- 
tinuous and adequate service. 

But while this is true, it does not mean 
that the rights of investors should be wholly 
disregarded. “Power should not be exerted 
against them merely because it can be. 


A Street Railway Is Never Finished 


No street railway in a growing commun- 
ity is ever finished. A supply of new capi- 
tal is as necessary as a supply of coal. The 
credit of a utility company is the founda- 
tion stone of its whole structure. 

While it is perfectly true that the capital 
which investors have already put into the 
construction of street railways can be put 
in jeopardy, it is also true that the investors 
cannot be forced to invest again. Investors 
must be attracted; they cannot be coerced. 

A return on the money invested in street 
railways is a recognized part of the cost of 
the service. 

The Oregon Public Service Commission 
said, in a recent decision: 

“If any commission should make a prac- 
tice of enforcing rates which would not 
attract free capital, it is certain that the 
community would eventually lose more than 
it would gain.” 

Chairman McLeod, of the Massachusetts 
Public Service Commission, recently said: 

“Dividends must be provided in sufficient 
amounts to enable the company to preserve 
its credit and to go forward making im- 
provements and extensions that are abso- 


lutely demanded, not only in the interest 
of the integrity of the company and its 
stockholders, but in the interest of the 
public.” 

Public regulation of rates, therefore, in- 
volves the duty of the protection of the pub- 
lic utility’s credit. 

Efficient service is more necessary in war 
time than ever before. In many places new 
construction has been absolutely essential to 
work necessary wholly in the conduct of the 
war. 

It follows, therefore, that rates must be 
such as to maintain the credit of the com- 
panies. If credit is not maintained the 
foundation stone itself will have been 
pulled out from under the structure. 


Service the Foundation 

The co-operation of industries and pub- 
lic is necessary to the existence and con- 
tinuation of good service. Any electric 
railway company, if it is to be thoroughly 
efficient in the performance of its func- 
tions, must have full faith and confidence 
that the public will pay for the service 
which it renders, otherwise it cannot work 
effectively. 

Rates should be high enough to maintain 
credit to attract new money even in war- 
time. 

The public is not a mine to be exploited. 
It is something to serve. This is the en- 
lightened conception of the relationship be- 
tween the utilities and the public. That 
relationship must necessarily be reciprocal. 
Each must have faith in the other so that 
the results in service to the public may be 
of fullest measure. Any other conception 
of their relationship is a conception of a 
bygone day. 

In order that the public may understand 
and feel that this is the attitude of the pub- 
lic utility, the utility in turn must take the 
public fully into its confidence as to all its 
intentions and doings. This, I believe, the 
electric railway industry is doing today as 
never before. It is the new spirit of the 
time. 





— 





——_ 


WEALTH AFTER THE WAR 

James A. Farrell, president of the United States Steel Corporation, in speaking about 
money conditions after the war, says: “We shall see such an jncrease of the world’s wealth 
as will go far to compensate for the appalling destruction which the last four years have wit- 
nessed.” 


—— ———— 

















The Next Liberty Loan 





Ty Treasury Department has an- 
nounced that the next Liberty 
Loan campaign will begin Sept. 
28 and end Oct. 19, and the 
amount offered will probably be about $6,- 
000,000,000. 

The first loan was launched in May, 1917. 
‘The Government asked for $2,000,000,000; 
$3,035,226,850 were subscribed. The sec- 
ond loan was placed in October, 1917. The 
Treasury Department asked for $3,000,- 
000,000 and accepted one-half of the over- 
subscription; $4,617,532,300 were sub- 
scribed and $3,808,766,150 were accepted. 
The third loan was offered in April 1, 1918. 
The amount asked was $3,000,000,000; 
$4,170,019,650 were subscribed and all of 
the over-subscription was accepted. It will 
be seen, therefore, that the American people 
have offered to the Government during a 
total period of ninety days $11,822,778,800; 
and the Government has accepted $9,978,- 
785,800. 

During the Government fiscal year, which 
will end on the 30th of June, 1919, the 
Secretary of the Treasury estimates in round 
figures that the American people will need 
to spend for war purposes $24,000,000,000. 
The Government hopes to raise $8,000,000,- 
000 of this amount through taxation, which 
will mean a very substantial increase in 
taxes over the amount collected during the 
past year. If the Government is successful 
in this plan $16,000,000,000 will remain to 
be raised through the sale of Liberty Bonds 
and War Savings Stamps. This means 
that the average person will have to pay 
about 100 per cent. more this coming year 
in taxes and will have to buy bonds to an 
amount somewhat more than 50 per cent. 
greater than during the past year. 


A Nation of Bond Buyers 


Previous to this war very few Americans 
knew anything about bonds of any sort. In 
fact, not more than 350,000 people, out of 
more than 100,000,000 in the United States, 
owned a bond of any kind. 

In the first loan there were 4,500,000 
subscribers; in the second loan 9,500,000; 
and in the third more than 17,000,000. 
Thus, in a total selling period of ninety 
days, certainly not less than a fifth of our 
total population are holders not only of 


bonds, but of the best and safest bonds in 
the world. This is a significant fact for the 
winning of the war. It is a significant fact 
for the future economic life of America. 

The Liberty Loans have from the first 
been placed on a positive rather than a 
negative basis. The money has not been 
asked for to meet debts contracted by the 
Government. The money has been asked 
for as a positive fighting force leading di- 
rectly to the support of our fighting men 
and consequently the saving of lives as a 
definite and necessary step towards a con- 
clusive victory. 

When you buy a $100 Liberty Bond you 
make available to the Government $100 
worth of someone’s labor, and by lending 
your money to the Government and refrain- 
ing from spending it at this time you make 
it possible for the Government to buy that 
labor to be applied directly to winning the 
war. If you spend that $100 for something 
you do not need, you are compelling some- 
body to do $100 worth of work for you 
when you do not need it. The men at the 
front do need it. That is the sole con- 
sideration at the present time. 

It all comes down to the surplus funds 
which, over and above actual living neces- 
sities, each of us will be able to accumu- 
late. This means an increase in personal 
sacrifice in every family. It means that the 
time has come when the surplus money has 
been exhausted and when the savings of the 
people will be the real test of victory or 
defeat, the real test of the fundamental 
morale of the American people. 

The unalterable determination of the 
American people to win this war must be 
translated into a splendid and definite de- 
termination to consider the needs of our 
fighting men as paramount for the period 
of the war and to regard the financial needs 
of the Government as superior to all other 
needs beyond these individual needs of per- 
sonal health and war efficiency. 

A very practical application of this theory 
has to do with the keeping of our.accounts. 
A great many people spend more money 
than they need to spend simply because they 
do not know from day to day how much 
money they actually are spending. The 
experience of a great many successful busi- 
ness men has proved that a simple system 
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of setting aside the surplus in your check 
book will solve your problem in a very satis- 
factory manner. This system for our pres- 
ent purposes should be described as the war 
account. If you are earning enough to per- 
mit a surplus in the bank above immediate 
needs, open a war account in your check 
book. When you receive your salary, or 
your income, meet your current debts, allow 
for a necessary working balance at the bank, 
then deduct immediately from your regular 
account as large an amount as you possibly 
can and place this to the credit of your war 
account, kept in a parallel column in your 
check book. 


The World’s Strongest Investment 


While the needs of the Government and 
of our men in France and on the high seas 
settle the question with most of us as to 
whether or not we should lend our money 
and as to how much we should lend, there 
is still a very natural realization at the back 


of our minds that all this money put into 
Liberty Bonds is the accumulation of a re- 
serve which is the first essential step to per- 
sonal success in a business way. Many 
men are buying Liberty Bonds and War 
Savings Stamps for their children to give 
them that little start in life which some- 
times makes all the difference between suc- 
cess or failure, or at least. between small 
success and success in a bigger way. 

The public will probably never have 
again such an opportunity as is offered to- 
day through the medium of Government 
securities, paying a good interest and avail- 
able in small denominations within the 
reach of every purse. While the patriotic 
impulse is the predominating and all suffi- 
cient one at this time, it is perfectly proper 
to have in mind that the men who will be 
successful in the future are those who take 
advantage of this opportunity to place their 
savings in Liberty Bonds and War Savings 
Stamps. 








THE WORLD’S FUTURE BANKERS 


At The National City Bank of New York, 
this summer, an interesting phase of the world 
war is being fought. It is being waged by 
forty-four enthusiastic young men from the 
various universities throughout the United 
States, who, as the “top-notchers” of their 
classes, have been selected for the honor of 
forming the Fourth College Class to receive 
the highly specialized Training Course in 
Banking. Already 159 young men have re- 
ceived this training at The National City 
Bank and the new class brings the total to 
over two-hundred. 

The personnel of the class is made up of 
men from the following universities: Brown, 
Catholic, Chicago, Clark College, Colgate, 
Columbia, Conn., Wesleyan, Cornell, De Pauw, 
Illinois, Indiana, Iowa, Michigan, Minnesota, 
North Carolina, North Dakota, Ohio State, 
Ohio Wesleyan, Pittsburgh, Rochester, Vir- 
ginia Military, Wisconsin, Yale. 

High record undergraduates are selected by 
the various colleges and universities in co- 
operation with the Education Department of 
the Bank. These students spend their vacation 


at the Bank and take the course possibly for 
two or three years before finally leaving col- 
lege and entering the service of the institution. 


Each year’s study and work is credited to 
them, after graduation a sufficient period of 
study is required to round out one full year’s 
work in the bank’s courses. The student re- 
ceives a salary during the training period and 
is advanced upon its completion. Men from 
the training class have been sent to the va- 
rious foreign fields and excellent records of 
service are being made by them. 

The educational programs of these young 
men are made up of selections from the fol- 
lowing courses: the Italian, Russian, Spanish 
and French languages; Banking Arithmetic, 
Elementary Banking, Commercial Geography, 
Foreign Exchange, Credit, the Work of the 
Special Messengers, besides Class Meetings, 
Special Talks, and discussions of Current Eco- 
nomic Topics. A careful record is kept of all 
class work done, and close observation given 
as to the actual progress made by each student. 

There will be urgent need of specially 
trained men for the development of American 
foreign commerce and its advancement after 
the war, in face of the keen competition which 
may be expected. Young men will be needed 
who know the language and the customs of 
the country where they will be stationed; who 
can acquire the foreigner’s manner of doing 
business with an appreciation of his point of 
view, and who can still retain their loyalty to 
the United States. Until the inauguration of 
the City Bank’s plan, our young men have not 
had the training which would fit them for this 
service, 
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The German Grip on 


Europe's Steel Industry 


Why the Allies Will Never Make 
Peace on the Basis of the Present 
War Map—Increase in World’s 
Steel Capacity Since War Began 
—Tremendous Importance of 
Control of Coal and Iron Deposits 





By SAMUEL A. BENNER 


Vice-President, Federal Export Corporation 





We take great pleasure in introducing to our readers a new contributor, Mr. Samuel A. 
Benner, formerly General Manager of Sales of the Carnegie Steel Co. and at present vice- 
president of the Federal Export Corporation. Mr. Benner is a deep student as well as a man 


of affairs and has travelled all over the world in the interests of the steel industry. 


He is 


probably one of the best posted men on steel in this country and his tabulation of the world’s 
steel capacity figures which appears in the following article, has been accepted as authoritative. 
In his article Mr. Benner drives home the point that the Allies will not and cannot make a 
peace based on the present status of the map of Europe for the reason that such a dishonor- 
able peace would leave the United States as Germany’s only formidable steel competitor in the 
worla Editor. 


HEN the great war broke out so 
suddenly in Europe over four 
years ago, the newspapers and 
=< magazines throughout the Allied 
and Neutral countries were filled with data 
regarding the comparative strength of the 
combatants, and many books on _ the 
subject speedily appeared. It was known 
that the two Central Empires, and especially 
Germany, had arrived at a high level of 
scientific, industrial and commercial effi- 
ciency, and it was common knowledge that 
the Germanic Powers, under the leadership 
of Prussia, had been preparing over many 
years their military and naval forces for this 
war. 

These facts were well appreciated by the 
Allies, and a glance at the newspapers 
printed in English and French during the 
first six months of the war will show a per- 
ceptible degree of apprehension on their 
part as to what new and terrible facilities 
for warfare might be let loose by the Central 
Powers. 

The first one that brought fear to the 
hearts of the Belgians, the British and the 


French was the famous 42 centimeter (17- 
inch) gun, the most powerful of mobile 
firearms ever used up to then. This can- 
non, as will be well recollected, first made 
its reputation in the reduction of the Bel- 
gian forts. These forts had been built in 
accordance with the highest degree of en- 
gineering knowledge then available and 
without regard to expense. They were con- 
sidered impregnable against assault and only 
vulnerable to prolonged siege. However, by 
the use of the new cannon these forts were 
reduced in a few days and the lesson was 
instantly grasped by the French. In con- 
sequence trench warfare began with the 
battle of the Marne and has continued 
ever since on the Western line. Then came 
“No Man’s Land” with its barbwire en- 
tanglements, its gas bombs, its liquid fire, 
etc. 


A War of Steel 


All these developments have proven con- 
clusively that the waging of war by indus- 
trial nations, such as those now fighting, in- 
volves immense quantities of firearms of all 
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sizes and classes as well as unthought-of 
supplies of projectiles. This is equally true 
of all means of transportation on land 
either by railroad or motor car, and is also 
true as regards airships, surface boats and 
submarines. 

Metals are necessary for all these things, 
and of all these metals iron, in some form or 
other, holds the paramount place. The 
object of this article is to concisely exhibit 
the situation today, at the beginning of the 
fifth year of the war, as regards the manu- 
facture of steel—the modern form of iron. 
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Empires to build additional iron making 
capacities, for the reason that the facilities 
at their disposal ever since August 1, 1914, 
have been sufficient for their needs, even at 
the high rate of demand for military pur- 
poses caused by the war. 

Taking into account the known figures of 
steel making in all the territories now con- 
trolled by the Central Empires, the total 
capacity at their disposal at present amounts 
to about 35,000,000 tons of steel ingots per 
annum, or about three million tons per 
month. Prior to the war a large percentage 
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All the arts of metallurgy require heat and 
for its production coal is generally used. 
This is especially true in the modern manu- 
facture of iron, so this article will also 
briefly comprise coal. 


Germans Grab Europe’s Steel 


Within a few months after the outbreak 
of hostilities, the Central Empires were in 
possession of Luxemburg, Belgium, North- 
eastern France and Russian Poland, thus 
obtaining control of the large iron industries 
located in those countries. Since then, the 
collapse of the Russian Empire has oc- 
curred, and the Central Empires are now in 
possession of Southern European Russia, 
giving them the control of practically all the 
iron industry of Russia. There has been 
no necessity during the war for the Central 


of this capacity was used for exporting out 
of Europe. All this export trade was dis- 
continued at the beginning of the war. The 
capacity in control of the Central Empires 
that was normally devoted to export has, of 
course, been available for military purposes 
and was sufficient to take care of the im- 
mense demands for war purposes. For this 
reason, the Central Empires as a whole do 
not appear to have built much, if any, ca- 
pacity for making steel in addition to that 
in existence on August 1, 1914. 

The estimated steel making capacity for 
all the rest of the world is about 67,000,000 
tons of ingots per annum. The table here- 
with is of great interest in this connection, 
giving the estimated capacities by countries 
at the outbreak of the war and the addi- 
tions built since then. 
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The making of steel necessitates the re- 
duction of the raw materials to the condition 
of a liquid and the pouring of the refined 
metal into moulds. The resultant masses 
of steel are what is meant above by the term 
“ingots.” 

Outside of the countries mentioned there 
are but few works making steel, and these 
works are all small and unimportant. It is 
doubtful if they can make as a whole 
500,000 tons per annum. 


Where the World’s Coal Lies 


As to coal, the geological formations of 
Europe containing this necessary substance 


ropean Russia now in possession of the 
enemy are vast in extent and the quality of 
the coal is high. Iron ore, limestone and 
manganese are found in large quantities in 
close proximity to this coal. 

The making of steel in Southern Euro- 
pean Russia, although now amounting to 
400,000 to 500,000 tons per month, is still 
only in its infancy and is capable of enor- 
mous expansion. The modern manufacture 
of steel requires the use of iron ore, lime- 
stone and coke in the blast furnace for the 
production of pig iron, and manganese in 
the steel furnace for the ultimate refining of 
the metal. All these necessary raw ma- 
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in metallurgy extend from Great Britain on 
the West to Southern European Russia on 
the East. These coal fields lie only along 
the center of Europe from East to West, and 
in consequence there is practically no coal 
on the continent of Europe itself outside 
of the areas now controlled by the Central 
Empires. The coal lands in Southern Eu- 








terials are found in profusion in Southern 
European Russia. 

The mining of coal in the United States 
of America and in Europe has reached the 
highest degree of development in the his- 
tory of mankind, not only in the perfection 
of the methods and equipment employed, 
but also in the quantities brought to the sur- 
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face. So far as the writer of this article 


knows, there are only three other sections of. 
‘ersecifaw materials. We can be sure that the 


the land area of the globe containing 
deposits of coal. These its are -in 
Central Siberia, South Eastern China and 
Alaska. North Amgfi¢a.utside of the 
United States, South rica and Aus- 
tralia, so far as we Rigwzknow, do not pos- 
sess extensive coal .agtas at all, The extent 
of the modern mining ofe6a@-can be easily 
appreciated when it is reglized that the 
United States with ease can“produce 6590,- 
000,000 and Great Britain: 350,000,000 
tons of coal per annum. ~ ** 

From the mining of the raw materials on- 
ward, the making of steel and the finishing 
of the same into usable’ forms require more 
tons of coal than tons ofvore, so except un- 
der extraordinary conditigns. the ore is al- 
ways shipped to the coal.. In all the oper- 
ations thus involved, probably five tons of 
coal are used to one ton of steel ingots; se 
that the United States is now using well 
over 200,000,000 tons of coal: per annum 
in its steel trade. 

Iron ore and limestone are found in 
abundance in many of the outlying ‘coun- 
tries of Eurepé, such as Sweden and Spain, 
as well as in Northern Africa, so that there 
is no lack of such raw materials outside of 
the areas now controlled by the Central Em- 
pires, but without coal such deposits of iron 
ore and limestone are of little value except 
as a source of supply to other countries. 
The British Isles, while wonderfully sup- 
plied with coal, seem to have exhausted 
their resources of iron ore, with the result 
that the making of steel in Great Britain is 
now largely dependent on Spanish ore. 

Teutons Will Cling to Winnings 

Among the expressions in the-public press 
of the Central Empires that have been es- 
caping from time to time to the outside 
world, we often see reference made to the 
supreme importance of raw- materials and 
that no basis of peace can be acceptable to 


the Central Empires unless full provision is 
made for their control absolutely of such 


Paramount importance of coal, iron ore, 
limestone and manganese is thoroughly ap- 
preciated by the enemy peoples, especially 
those of the two Central Empires. After 
four years of costly war they have succeeded 
in obtaining possession of the coal and man- 
ganese of continental Europe and of the 
nearest deposits thereto of iron ore and lime- 
stone. It is the height of fatuity to think 
that our enemies will now surrender these 
hard won spoils without further and long 
sustained efforts to retain them. 

A look through German eyes at the prize 
involved in the present struggle—one-third 
of the world’s facilities for making steel, 
with its capability of enormous expansion, 
together with the absolute control of nearly 
all of the coal existing in the continent of 
Europe ‘itself—is sufficient to enable us to 
appreciate our enemy’s point of view. To 
minds moulded by feudal autocracy to the 
belief that the despoiling of the weak for 
the benefit of the strong is only right and 
natural, the greatness alone of the prize is 
ample excuse for any act of frightfulness 
against any people, whether enemy or neu- 
tral, and for any effort, no matter how hard 
or how long. 


The Situation Today 


This, then, is the situation today. Its 
seriousness for the Allied and Neutral coun- 
tries is great indeed when the arrogant spirit 
and ruthless methods of the ruling powers 
of the Central Empires in both war and 
commerce are duly considered. If the Cen- 
ttral Empires win the war and succeed in 
making peace with their present ruling pow- 
ers still in control, the mining of coal and 
the making of steel on the continent of 
Europe itself is almost altogether in their 
hands to be used for their own weal or for 
the woe of the rest of the world. 








FORD’S IDEA OF MONEY 


“Money doesn’t do me any good. I can’t spend it on myself. Money has no value, any- 
way. It is merely a transmitter, like electricity. I try to keep it moving as fast as I can, for 
the best interests of everybody concerned. A man can’t afford to look out for himself at the 
expense of anyone else, because anything that hurts the other man is bound to hurt you in the 


end the same way.”—Henry Ford. 

















MR. JOHN D. RYAN 


Mr. Ryan, notwithstanding that for some years he has been president of the largest copper 
producing organization in the world, Anaconda, has nevertheless managed so effectively to 
escape from the public eye that when President Wilson placed him in charge of the entire air- 
craft production of this country, there were only two pictures of Mr. Ryan in existence. The 
above is one of them. 

Mr. Ryan knew nothing about aeroplanes, but he is one of the greatest organizers in the 
industrial world of today. No mistake was made in placing him at the head of one of the 
most important branches of war manufacturing activities. 
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John D. The Reticent 


How John D. Ryan Made a Fortune and a Reputation for 
Silence—Unknown at Thirty—Rich and Famous at 
Fifty—His Interesting Career 


Little Sketches of Big Men—No. 11 


By BARNARD POWERS 


E modern child demands a modern 
fairy story and this one is as good 
as any. It commences: 

“Once upon a time there was a 
young Irishman who worked in his uncle’s 
store in the middle west until he was 
twenty-five years old. Then he got a job 
selling oil and by the time he was thirty 
years old he was making the large sum 
of between $100 and $125 a month. Then 
he ,.bought some banks and then he horned 
into the copper industry and then he de- 
cided to electrify a whole state. Now 
that he is fifty-four years old he is a multi- 
millionaire and—” 

At about this point in the tale your 
modern young hopeful will interject the 
modern exclamation, “Rats,” and you will 
have your hands full in convincing him 
that you are reciting fact not fiction. 

Anyway the story is a true one and its 
hero is one John D. Ryan of Michigan, 
Montana and New York, besides other 
places too numerous to catalog. 

All Standard-oildom, like ancient Gaul, 
was divided into three parts with the three 
“John Ds” presiding. There is John D. 
the Great (Mr. Rockefeller), there was 
John D. the Little (and this adjective you 
may be sure, referred only to Mr. Archbold’s 
stature and not his attainments) and John 
D. the Reticent, which is Mr. Ryan. Only 
John D. the Reticent is not an oil man 
but presides over that by-product of 
Standard Oil, Anaconda Copper, nee Amal- 


gamated. 
The High Art of Silence 


No one ever accused any Standard Oil 
man of loquaciousness, or if such a lapse 
of form ever occurred there was usually no 
opportunity for a repetition. John D. Ryan 
not only learned the lesson of silence from 
the Standard Oil speller, but he bettered 


the instruction by about 100 per cent. He 
has brought the art of saying nothing in 
the fewest words without giving offense, to 
its 99th degree of perfection. He is the 
very acme of smiling reserve, the quintes- 
sence of non-information, the last develop- 
ment of the opposite of volubility, what- 
ever word expresses that state of being. 

When President Wilson made Mr. Ryan 
the official and actual head of air-craft 
production in this country last spring the 
newspaper men, as is their wont, flocked 
to Mr. Ryan’s office to get a “story.” 

They were all well received and one by 
one basked in the Ryan smile. He allowed 
that war was stern business, that it was 
certainly up to each and every one to put 
his and her individual shoulder to the wheel 
and that come what might there wasn’t the 
slightest doubt in the world but that Uncle 
Sam was the boy who would put the Indian 
sign on the Kaiser. 

When the hardened interviewers tried to 
dexterously swing the conversation around 
to what one John D. Ryan had done and 
intended to do, they found that the conver- 
sation sort of dwindled out then and there, 
or saved its life by hopping nimbly and 
gracefully to another topic. When they 
compared their notes afterwards they found 
that Mr. Ryan had been indiscreet enough 
to admit that formerly he had been slightly 
interested in the copper business but that 
now he had firmly made up his mind to 
reform and go in strong for the manufac- 
ture of air-craft for the U. S. A. 


Not a Poor Boy 
In the first place Mr. Ryan steals all the 
ammunition from the interviewer by re- 
fusing to be one of the Horatio Alger type 
of self-made men. Some of the “write- 
ups” of Mr. Ryan portray him as a hard- 
fisted giant who gained his first step on the 
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ladder of fortune by fighting his way to the 
top of the Butte mining camp, climbing over 
the unconscious bodies of “rough-necks” 
who attempted to bar his progress. This is 
all pure fiction. 

Hard-fisted enough to care for himself in 
all emergencies he doubtless is, and no one 
can deny that he has been successful, but 
I don’t believe he was ever in a fist fight 
in his entire life. He has worked, not bat- 
tered, his way up, rung by rung. 

Hard fact compels us to register that he 
was not the son of a poor father. Another 
blow for the Rollo-Alger school. His father 
was a Calumet & Hecla mine manager and 
discovered that rich copper lode on the south 
side of Portage River which became the 
famous Baltic mine. 

Moreover, and this is terrible for the 
Algers, Mr. Ryan is sure that he was not a 
good scholar, that he is not endowed with 
any abnormal amount of mental capacity 
and, worst of all, that he has not worked 
half as hard as many men that he has 
known. He attributes his rise to good 
judgment, opportunity, a willingness to take 
reasonable chances and the will power to 
see through what once he has started. No 
doubt he fails to give himself credit for 
all the abilities he possesses, but you may 
rest assured that his attitude is sincere and 
not that mock humility which is the cheap- 
est form of self praise. 

Birth and Beginning 

In the same year that General Lee came 
to the conclusion that General Sherman was 
right about war (1864) John D. Ryan was 
born in the little town of Hancock in the 
Copper Range mining district of the State 
of Michigan. His father, as already stated, 
was a mine manager and so such terms, as 
“ore reserves,” “stopes,” “settling tables,” 
et cetera, were part and parcel of the daily 
conversation. It appears, however, that the 
young man went to school as boys do and 
that he attained no scholastic medals nor 
did he evince any uncontrollable interest 
in mining. At the age of nineteen he went 
to work, not in his father’s mine, but in 
his “Uncle Ed’s” store, which, I judge, was 
about the usual country store of a mining 
town. Among other things it sold was 
cloth. 

Not far from where I am writing a man 
who came from Hancock had a place of 


business until his death a few years ago. 
When Mr. Ryan became rich and famous it 
was the delight of this man to tell how he 
once bought a suit of clothes at Uncle Ed’s 
store, and he used to conclude with a 
chuckle: 

“And it was the rottenest fitting suit of 
clothes I ever wore in my life.” 

At any event sugar and spices and broad- 
cloth held the young Ryan’s attention until 
he was twenty-five. Then he decided it was 
time to get in some business worth while. 
He made a trip to Denver and got a position 
as salesman for the Standard Oil Co. — It 
is interesting to note his early contact with 
this great organization which, in later years, 
became such an important factor in his 
development. 

Mr. Ryan was then thirty years old and 
his work took him all over the west so 
that he had an excellent opportunity to 
meet and study men. When he was thirty- 
two he married Miss Nettie Gardner from 
his native town. It may have been the 
stimulus of that responsibility which 
started him upon his great career, for from 
about that time his star really began its 
ascendency. 

Among the customers and prospects that 
Ryan called upon, was Marcus Daly, the 
copper king, who had vast mining interests 
in Montana and throughout the West. Daly 
was a bluff old pirate and took a great 
fancy to the prepossessing young Ryan. 
But Daly hated the Standard Oil Co. as 
the Devil hates holy water. 

“T like you, Ryan,” he would say, “but 
I don’t like the Standard Oil. Get a job 
with another company and maybe we can 
do business.” 

Young Ryan thought the matter over 
carefully, and that foresight which was to 
be his guiding genius through life showed 
him the way. The next time he called he 
bore a card which read: 


JOHN D. RYAN 


Representing © 
Crewe, Levick & Co. 


“Send him in,” roared Daly and a friend- 
ship was cemented which was of the great- 
est value to both. 
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Mr. Ryan never worked for Daly but he 
made himself “‘solid’’ with the rich and pow- 
erful mining magnate. The young oil sales- 
man had a most pleasing personality backed 
by energy and a determination to get ahead. 
He also had that rarest and most valuable 
of all qualifications in business, the ability 
to inspire in others a belief and confidence 
in himself. Through this faculty—‘“genius” 
is a better word—he succeeded in getting 
financial backing which enabled him to take 
a large interest in the Daly bank in Butte 
which was the most important in that city. 


Out of Oil 


Mr. Frank A. Vanderlip once said that 
the most difficult step in his life was to get 
out of his overalls. Doubtless the biggest 
jump and the one most difficult which Mr. 
Ryan made was to get out of oil and into 
the banking business. But he got there just 
the same. From that time on his star, which 
for a long time had burned low on the ho- 
rizon and but dimly, began to ascend 
meteor like. He became the president of 
the Butte bank controlled by Daly, and 
when the latter died Mr. Ryan was made a 
director of the Daly Trust and Banking 
interests, which involved the handling of 
many millions of dollars. He had erased 
the last cloying taint of oil from his fingers 
and his work had begun to attract wide at- 
tention. 

Among the keen eyes which constantly 
searched the financial horizons for oppor- 
tunity or talent, there were none keener than 
those of the late Henry Huddleston Rogers, 
whose career was sketched in the June 22 
issue of this publication. Henry Rogers 
was the organizer and controlling genius of 
the Amalgamated Copper Co., and the Daly 
estate represented the largest individual 
holdings. Mr. Rogers was then president 
of Amalgamated and it did not take him 
many months to perceive that the young 
man who ran the Daly chain of banks and 
handled the Daly interests with consum- 
mate ability, was a good man to hook up 
with. So he made Mr. Ryan the Butte 
manager of Amalgamated. Mr. Ryan had 
not turned forty. 


A Hard Job 


The job of manager at Butte was no 
sinecure in those days, for the whole camp 


was seething with the Amalgamated-Heinze 
battle. Fritz Augustus Heinze had large 
mining interests in the Butte district which 
he was anxious to merge with the Amalga- 
mated group of properties. The Amalga- 
mated people were willing to buy Heinze 
out but they were unwilling to agree to any- 
thing savoring of a “merger.” In short, 
they wished to eliminate the ubiquitous 
Fritz, lock, stock and barrel. Heinze, in 
furtherance of his aims, posed as the hero 
of the working man and waged an energetic 
battle against the “trust.” The struggle was 
carried into politics, into private life, into 
the labor unions, in fact it was the dominat- 
ing interest and topic of conversation in the 
district. 

Finally in 1905 the Heinze factions were 
soundly beaten in the election of state legis- 
lators and Heinze saw that the best course 
for him to pursue was to climb aboard the 
Amalgamated band-wagon on the best terms 
possible. A series of conferences were ar- 
ranged between Heinze and Ryan. They 
were held in all sorts of out-of-the-way 
places, for Heinze was still the ostensible 
champion of the poor working man, and 
above all things was anxious that there 
should be no leak in his selling out plans. 
In 1906 Mr. Ryan made the final agreement 
with Mr. Heinze which left the Amalga- 
mated Copper Co. in complete control of the 
Butte district. 

When Henry Roger’s health began to fail 
in the following year he summoned Mr. 
Ryan to New York and made him president 
of the Amalgamated Copper. That com- 
pany is now the Anaconda Copper, and Mr. 
Ryan is still its president. 


The Montana Power Co. 


The Montana Power Co. will remain 
forever an industrial monument to the abil- 
ity of John D. Ryan. It was he who per- 
ceived the need and the opportunity for such 
a vast project. Nothing he ever did is a 
more striking testimonial to his remarkable 
foresight. In the state of Montana coal is 
of poor grade and inconvenient to mine. 
From the watershed apexing in the state, the 
Missouri and Montana tributaries have a 
fall of 10,000 feet and Mr. Ryan perceived 
the possibilities for a great electrical de- 
velopment which would settle the coal prob- 
lem for all time. It is stated that he placed 
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his plans for development before the Amal- 
gamated board of directors, but the latter 
considered them too speculative for the com- 
pany to take up. 

At that time there were two power_de- 
velopments in the state, one at Butte and 
another, controlled by the J. J. Hill in- 
terests, at Great Falls. Mr. Ryan purchased 
control of these two properties and spent 
huge sums in their further development. 
Transmission lines were strung to connect 
them, new substations were built and vast 
storage dams constructed to insure a steady 
flow of water. The Montana Power de- 
velopment boomed the industry of the entire 
state of Montana. Among other things the 
Butte, Anaconda & Pacific R.R. was elec- 
trified and was one of the first in this coun- 
try if not the first, to come under electrifica- 
tion. The electrification of the Mountain 
Division of the St. Paul’s Puget Sound ex- 
tension through the Montana Power Co. is 
regarded as a tremendous development in 
this branch of science, and it was made 
possible because of the foresight, courage 
and determination of John D. Ryan. 

In one of his few contributions to con- 
temporaneous literature Mr. Ryan writes: 
“Tt requires no great stretch of imagina- 
tion to visualize the day when a continuous 
network of transmission lines will parallel 
the main railroads from the eastern Rockies 
to the Pacific Coast, conserving water 
power by using it and benefiting the general 
public by lower rates, increased comfort in 
traveling and an almost universal distribu- 
tion of ‘energy at less cost from ‘white 
coal.’ ” 

The Anaconda mines are great users of 
current from the Montana Power Co. and 
have installed an electric ventilation system 
which allows the mining of sulphide ores 
at a depth where formerly water ran from 
the rocks heated to a temperature of 100 
degrees. 


A Warrantable Monopoly 
Congressional 


When a investigation 











looked into the alleged “monopoly” of the 
Montana Power Co. in 1915, Mr. Ryan 
adm‘tted the monopoly without argument, to 
the intense astonishment of the investigat- 
ors. He said: 

“The company does 95% of the business 
in its line. It has a monopoly, not of the 
water power reservoirs, but of the market, 
and that is because the service it gives is so 
good and the charges are so low that there 
is no possibility of any competition.” 

Nevada today leads the world in per 
capita consumption of electricity. The 
monopoly still continues a monopoly. 

Mr. Ryan lives in New York, but prefers 
the West. Before he took up Government 
work you might see almost any day on lower 
Broadway his tall, well-knit figure leis- 
urely striding towards 42 Broadway, where 
the Anaconda offices are situated. If you 
happened to be a woman you would prob- 
ably notice chiefly that this tall individual 
possessed enough of what are known as 
“good looks” to enable him to qualify as a 
movie star. If you were a man you would 
perhaps be struck by his apparent pre- 
occupation, the far-away look in his eyes 
and the fact that he seemed to be bound no- 
where in particular and on no particular 
errand. Which only goes to prove how 
little can be told from. appearances, or 
rather how unskilled the average being is 
in analyzing exterior symbols. 

John D. Ryan, besides being a great fore- 
seer (a good word if a new one) is a great 
organizer. When President Wilson appoint- 
ed him as head of the aircraft production 
activities of this country Mr. Ryan knew as 
much about aircrafts as you or I. He will 
leave mechanical and engineering details 
to mechanical and engineering men. His 
business is to organize, co-ordinate and 
speed-up aircraft production. 

It is a lead-pipe cinch wager that he will 
succeed in doing that and more. In fact 
he has already acquired the sobriquet of 


“Speeder-up Ryan.” 
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Banking and Investment Opportunities 
in the Far East . 


ARTICLE I—TRADE OPPORTUNITIES IN CHINA 


China the Great Untouched Field—Chinese Railways—Min- 
eral Resources—Manufactures — Public Utilities — 
Outlook for American Business 





By ORIN DE MOTTE WALKER 


Late Manager International Banking Corporation, Pekin, China. 





HY China? This question is al- 
most invariably the answer one 
gets when speaking of the trade 
and investment possibilities of 
China. 

Much has been written concerning China 
within the past few years but the informa- 
tion has largely been inaccurate and tainted 
with the propaganda of other nations, 
whose sole desire has been to create senti- 
ment against China on the ground that she 
is incapable of governing herself, is on the 
verge of bankruptcy, etc. 

Six thousand years of continuous govern- 
ment should fully answer the first state- 
ment; that she has not yet failed in any 
of her financial guarantees should dispose 
of the second; all other complaints against 
her can be laid to designs upon her rights 
and sovereignty by her friendly neighbors 
and advisors. 

All the world today is looking to China 
as the great untouched field for trade and 
industrial development and rightly so, for 
China has within her borders all the things 
which are essential‘and now desires finan- 
cial assistance for such development. I do 
not mean that the Chinese are without 
funds to carry on this development them- 
selves, for financial assistance carries with 
it executive and administrative brains to 
work out her problems. Western things 
are new to the East and the East must 
have direction to accomplish the desired 
result. 

Tremendous Possibilities 


China is composed of 18 provinces or 
States, embraces an area of 4,730,000 


square miles, while a population of 400,- 
000,000 are scattered throughout this vast 
territory. These figures stagger one when 
we stop and attempt to realize what a 
modern China would be, possessing rail- 
roads, factories, farm machinery, and all 
the other labor-saving devices with which 
we are familiar in America. 

Let us carefully analyze the field for 
trade and investment purposes and see 
whether we are right in saying that China 
does possess the natural resources claimed 
for her and if there are really investment 
opportunities out there. 

The greatest need of China today is for 
transportation. China has at the present 
time but 6,476 miles of railroad to drain 
an area of over 4,000,000 square miles of 
territory and to serve a population of 
400,000,000. To use the vernacular China 
has been “stung” on every railroad which 
she has had built for her by any foreign 
group of railway engineers. The very 
cheapest railroad which has been con- 
structed in China has cost not less than 
$80,000 per mile. 

Let us compare this price with what our 
railroads have cost in America, where labor 
has always been more expensive than it is 
in China. The first line of railroad built 
between Chicago and St. Louis cost $3,000 
per mile. The first cost per mile of the 
Atchison, Topeka and Santa Fe was $8,000. 
We are still building railroads in America, 
but we are not paying from $80,000 to 
$150,000 per mile for them. 

It is not surprising in view of these 
facts that railway development in China 
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has not made the progress it should. What 
China needs is to have railroads built just 
as we build them here and in most instances 

ordinary trackage could be laid for not to 

exceed $25,000 per mile. At this price we 

should find China willing and eager to 

assist or co-operate and the mileage would 

be doubled in a very short time. 

The report on the earnings of the Chi- 
nese Government railways for 1917 shows 
net earnings of over $7,000,000 gold and 
the line running between Tientsin and 
Peking has a larger earning per mile than 
any other equal stretch of railroad in the 
world. 

Mineral Resources 

The mineral resources of China which 
are awaiting development require the same 
character of constructive financial assist- 
ance, American mining engineers, Ameri- 
can machinery and American brains to co- 
ordinate the enterprise. There are de- 
posits of gold, silver, iron, copper antimony, 
lead, zinc, tin, orpiment, gypsum, sulphur, 
saltpeter, quicksilver and tungsten. There 
is in China now a group of Chinese who 
have subscribed over a million dollars for 
the development of mining properties, who 
wish to secure the co-operation of American 
mining men who will interest themselves 
in China. 

Notwithstanding the great supply and 
cheapness of human labor in China and the 
abundance of cheap raw materials of all 
kinds, China from the standpoint of manu- 
facturing is non-existent. A few years ago 
there were only about four hundred manu- 
facturing establishments in the whole of 
the Republic. In order that the reader may 
have some definite information upon the 
subject a list of various kinds and the num- 
ber of each will be of interest: 


EN WR onc s wenneevaase 7 
DD, chadhet soavoapanechenbies 3 
iompemt od TBrick. . 0 cokes cccecces 16 
GNIS ga ge amar aS ae 1 
RON eee 45 
Dock Yards, Ships and Engineering 
Ne ae ct 6 ha na’ otis kb eb 17 
I ss cn ec uu ana 41 
ED ND nnn cncs celbeee’s 6 
Glass and Porcelain...............-; 16 
Ice and Cold Storage.............. 7 
a he a ee Re 3 


Leather Factories 


ee ee 








ee ett ewe tee eee ee eee 


FRO ve cccoce Pn ko Mien ah 040 60-05 S es 1 
ORR, BEiMe ©. cc sc cc cci cece cceesee 34 
PUREE DEM occccccccbcsestecciues 13 
Printing and Lithographing......... 55 
a ere eee 12 
Rice Hulling and Cleaning Mills.... 5 
ke ee errr 1 
ED adiicns wh hus bas 0% oho G2 ne 19 
i CD wicks vues q¥etetens oe 17 
Smelting Works .........csceeeecee 10 
Soap Factories .......-cccccccseeee 26 
Sugar Refimeries .........20-s0000. 8 
Be EE bua + akc cntberceas bee 7 
Tobacco Factories ..............6. 18 
NE SR tin 65s obnd 4a s i vsveee 5 
Wool Cleaning and Pressing......... 9 


These factories all have more or less of 
foreign machinery; but think, for a popu- 
lation of 400,000,000 people, not over a 
thousand manufacturing plants! 

Think of the possibilities for the Ameri- 
can manufacturer who iocates in China. He 
has all of the market of China to serve, 
also Siberia, India, Straits Settlements, 
Dutch Indies, Australia, Japan, Philippine 
Islands, South Africa and America; cheap 
labor, cheap raw materials, lower freight 
rates, lower duties. The only excuse for 
our manufacturers having done nothing is 
that they did not know. 

Public utilities are just beginning to get 
a start in China. Three years ago there 
were but 42 electric lighting plants in the 
whole of China, 4 gas plants, 15 water 
works, and only 5 street car lines. There 
are a hundred cities with populations of 
over 100,000 without lights, water, gas 
or car service, and three times as many 
cities with populations of over 25,000, all 
waiting for some one to tell them how pub- 
lic utilities may be secured. 


China’s Hands Tied 


China unprepared, has been at the mercy 
of her foreign friends for the last fifty 
years, and they have all advised her for 
their own profit and without thought to her 
welfare or development. Believe if you can, 
that there is no province of the republic in 
which China: has a free hand to build a 
railroad. For England, France, Russia, 
Japan, Belgium, Denmark and Germany 
have at one time or another made loans to 
the Chinese Government and in the con- 
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tract specified that if any railway work 
should be undertaken in certain provinces 
China must come to them for it. 

Recently an American railway company 
secured an agreement to build 1,000 miles 
of railroad for the Chinese Government 
and I don’t believe they have been able to 
find enough open territory to make up the 
thousand miles. They surveyed a line 
through one province and after they had 
spent a lot of money doing so the French 
stepped in and said if any railway was to 
be built in the province the Chinese Gov- 
ernment had given the French the exclusive 
right to build it. It will be seen that China 
is not to be allowed to develop unless it 
can be done at a profit to her financial ad- 
visors, who have tied her hands for their 
own benefit. 

From the foregoing it will also be easy 
to understand that in the matter of govern- 
ment contracts diplomacy plays a winning 
hand. What China has had to pay for her 
railway construction in the past as well as 
for railway equipment proves how her 
friends are stripping her. Japan has an 
agreement that China must purchase from 
her 50 per cent. of all her war materials 
and should any portion of the proposed 
loan of 50 millions which America is to 
make to China be used for war materials 
or army equipment, 50 per cent. will, under 
this agreement, have to be paid to Japan. 

Too much credit cannot be given to the 
Americans who have braved all these ad- 
verse conditions and without the support 
of their government have carved out a niche 
for themselves in. China., Through their 
zeal and patience they have secured a foot- 
ing for American trade in China. These 
commercial missionaries have opened the 
way for other Americans to follow, have 
secured the good will and confidence of the 
Chinese and now the Chinese prefer to do 
business with Americans. They have 
struggled with exchange, which has been 
against them, for high silver, the price of 
which is fixed in London, is against Ameri- 
can export trade. They have had no Ameri- 
can financial institution to back them. They 
have contended against diplomatic com- 
petition. They have had their merchandise 
held up at Kobe, Japan, for weeks and 
months for transhipment, because Japanese 
merchants had the preference on cargo space 


in Japanese bottoms, which were the only 
ones available for the forwarding of their 
merchandise. These men have been -the 
friends of China and as a result of their 
labors America’s trade with China now 
ranks in second place. 


American Trade in China 


Our trade with China has been almost 
entirely built up by doing our business 
direct with the Chinese, and with the record 
which has been made, it hardly appears 
necessary or expedient for our merchants 
at this time to talk of co-operating through 
a third nation. American money and the 
other fellows’ brains does not sound well 
to a 100 per cent. American, and we need 
no assistance to develop our trade or to 
direct our investments in China. 

China is far from poor. There is an 
abundance of Chinese money which is 
waiting to join that of Americans who will 
enter the field in China. There are three 
groups of Chinese merchants, business men 
and bankers, who desire to organize Chi- 
nese-American banks and these men are 
willing and able to raise $5,000,000 gold 
as their part to such enterprises. 

The future is beginning to look brighter 
for American business in China. America 
has consented to make an initial loan of 
$50,000,000 for reorganization purposes. 
This loan will doubtless be made upon the 
same terms as made by our government to 
our other Allies, same rate of interest and 
same general conditions, for China entered 
the war at the request of the American 
Government and it will appeal to the finer 
sensibilities of the Chinese if the loan is 
made direct just as with Italy and Belgium. 

This step on the part of the Government 
means that American trade in China will 
be recognized and should be a guaranty 
for Americans to enter the field. 

Japan has within the last three years 
loaned the Chinese Government Yen 
130,000,000. They have taken as collateral 
security for these loans the principal steel 
mills and all the iron mines and even 
down to the Government Bureau of En 
graving at Peking. It is said that they 
have secured two-thirds of all the remain- 


‘ ing concessions which China has. 


If it be true that it is the desire of the 
American Government to repay our obliga- 
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tion to the Chinese for becoming an ally 
in the Great War our duty is patent. 

We should apply the funds to repay 
Chinese foreign loans which threaten her 
existence and prevent her development. We 
should put into effect the spirit of the Hay 
Treaty and serve notice on the holders of 
spheres of influence that for Americans they 
do not exist, and that American co-opera- 
tion with the Chinese in those spheres must 
not be retarded or interfered with by out- 
side powers. This will be putting into 
effect the Hay Treaty. 

To those who are not informed as to 
trade conditions in the Far East the idea 
of Nationalism would not appear to be very 
important, yet as a matter of fact, it is the 
central pivot about which all trade revolves. 
Many American firms in China have for- 
eign managers and most American business 
is represented by other than American 
agents. These agents and managers handle 
American business through foreign banks, 
thus passing American business through a 
foreign censorship to the disadvantage of 
American trade. 

If you knew what steps were being taken 
by our Allies for the trade competition 
which will come after the war you would 
realize how very important it is that we 
waste no time in perfecting our own organi- 
zation for trade with China. This means 
first of all that no American firm in China 
can afford to have a manager of any other 
nationality. American finance must make 
up its mind to do the same thing, and co- 


operate with American business. No one 
but an American will faithfully represent 
American interests and even then 100 per 
cent. Americans can’t be picked up every 
day. 

We must not dispose of our merchant 
marine after the war, for without it our 
trade is going to be at the mercy of our 
competitors, and our business in the East 
has suffered long enough from this cause. 
Our ships must carry freight from San 
Francisco to Shanghai without transship- 
ment in Japan, and a line should be run 
direct to Tientsin, thus giving American 
business a chance to compete on equal terms. 

Let us not be careless in the personnel 
of the men who go to China to represent us. 
Let them be men of standing here, endowed 
primarily with constructive ability, patience 
and common sense; men with a strong con- 
sciousness of right, the courage of convic- 
tion and determination to serve America 
and China loyally and only. 

By striving along these lines, supported 
by a Government pledged to the principles 
of Democracy, to the right of each nation 
to decide for itself without interference 
from outside powers as to how it shall be 
governed, and free to work out its own 
destiny, we will prove to all the world and 
to China in particular that we mean what 
we say, “America és China’s friend.” 


(Mr. Walker's next article will deal with 
banking opportunities and problems in 
China and the Far East.) 








_ Investment “Don’ ts , 


Don’t be afraid to bie securities of far 
off properties just because they are at a dis- 
tance. The old notion of buying into some- 
thing that you cam see, is worn out. No 
progressive investor clings to that method. 
If all investors attempted to do that, things 
would soon come to a full stop. 


Don’t expect that the bonds or other 
funded debt of a company will not suffer 
in market price when the quotations for 
the company’s stocks are falling owing to 
uncertainty of continued dividend pay- 
ments. 


Don’t let the wide fluctuations in the 
price of the common stock of a corporation 
create any unusual degree of anxiety as to 
your holdings of bonds, for the reason that 
the price of the common stock is more 
directly and more easily influericed by the 
prosperity of the business than ‘is the mar- 
ket position of the bonds, and therefore is 
likely to fluctuate widely. It: should be re- 
membered that an important -factor that 
always exists is whether dividends are to 
be paid on the common stock, whether they 
are to be continued or whether the rate is 
likely to be increased. 











Leading Opinions 


About Financial, Investment, Banking and Business Conditions 





“Pay as We 
Go”—E. T. Bedford 


MERICA ought to meet the ex- 

penses of this war to as great a 

degree as is possible by taxation. 

I think at least 50 per cent. of our 
war-cost should be defrayed in this man- 
ner and more if possible, writes E. T. 
Bedford, president of the Corn Products 
Refining Co., in the N. Y. Times. While 
it is true that this war is being fought for 
the safety and welfare of those who come 
after us, it is equally true that we are fight- 
ing it for ourselves. 

While I personally should be inclined to 
favor taxes on excess profits, incomes, and 
consumption, I suppose the most import- 
ant of all is that on excess profits. I 
would favor the adoption in this country 
of the English practice of taxing every 
dollar alike, above a given-amount of ex- 
emption. This is, it seems to me, a more 
honest tax; it does away with inequalities 
of which there may be some complaint, it 
is much easier to compute than the present 
complicated system, and it is less easily 
evaded by those who might have a tendency 
to do so. 

Our method of computing excess profits 
is, it seems to me, preferable to that of 
England, where. I understand, they allow 
the average profits of two of the three 
years preceding the war. Consequently 
there are cases, such as one that I happen 
to know of, in which a big English cor- 
poration, though making considerable 
profits, has not yet had to pay any excess 
profits tax, for the reason that.one of these 
two years selected before the war for pur- 
poses of comparison had given more than 
average earnings. 

Our system of allowing either the pre- 
war profits or 7 per cent on invested capital 
—including surplus—with no profits ex- 
ceeding 9 per cent., seems to me to be the 
right one. This allows fair profits and pro- 
tects new industries which, because of their 
newness or of unfavorable conditions, . had 
not been able in the years before the war 
to make profits comparable with the average 
of older or more favorably situated com- 
panies in the same enterprise. At the same 
time I know of several large corporations 
which are paying a large excess profits 
tax, although their profits now are less than 
they were before the war. 


“Tax Municipal 
Bonds”—H. Hubbard 
A vast income is freed from Federal tax 
by the persistence of Congress in excepting 


state and municipal salaries and bond in- 
terest from the income tax, writes Harry 
Hubbard of the law firm of Dillon & Hub- 
bard in the Wall Street Journal. Aside 
from the revenue obtainable from income 
tax on state and municipal bond interest, 
there are, it is estimated, about 1,250,000 
state, county and municipal employes, a 
large proportion of whom receive salaries in 
excess of $1,000, who are set apart in a tax- 
free class by themselves. 
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—Amer. Industries. 
UP THEY GO TOGETHER. 





One class of citizens pay no income taxes 
to the United States, that is, holders of 
state, county and municipal bonds. Is this 
fair or just? 

The Sixteenth Amendment to the Consti- 
tution of the United States (which in Feb- 
ruary, 1913, had been ratified by the required 
number of states) provides: 

“The Congress shall have power to lay 
and collect taxes on incomes, from what- 
ever source derived, without apportionment 
among the several states and without re- 
gard to any census or enumeration.” 

There are many wealthy men in the 
United States who today have the bulk of 
their wealth in municipal bonds who are 
not paying one cent of tax on incomes 
from municipal bonds, while other citizens 
are paying heavy taxes on incomes from 
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salaries, railroad bonds, industrial bonds, 
and from all other personal property, from 
= estate, and from all business activity. 

is respectfully submitted that such 
ee of municipal bonds, and of bonds 
of state, county and other political sub- 
divisions of a state, and freedom of salaries 
of state, county and city officers and em- 
ployes, from the income taxes, is neither 
just nor right; and it is not required by 
the Constitution, but, on the contrary, taxa- 
tion of incomes from such sources is ex- 
pressly authorized by the Sixteenth Amend- 
ment. 


Kitchin on the 
New War Taxes 


The Administration, through the Secre- 
tary of the Treasury, announces that to 


In 1916 corporate net incomes amounted 
to $8,765,900,000; individual net incomes 
amounted to $6,300,000,000, a total of $15,- 
065,900,000. This shows an increase of 1916 
over 1914 in corporate incomes of $4,825,- 
900,000, and in individual incomes of $2,- 
300,000,000, or an increase in both of $7,- 
125,900,000. While for the calendar year 
1917 the returns have not as yet been com- 
pletely tabulated, it is estimated by the 
Treasury Department that corporate in- 
comes will reach $10,000,000,000 and in- 
dividual incomes will reach $7,000,000,000, 
or a total of both $17,000,000,000. Thus 
there was an increase in 1917 over 1914 in 
corporate incomes of $6,060,000,000, and indi- 
vidual incomes of $3,000,000,000, i 


’ , an increase 
in both of $9,060,000,000. Assuming that for 


the calendar year of 1918 the incomes, cor- 
porate and individual, will equal those of 





—Chicago Tribune. 


WHEN HURLEY AND SCHWAB GET THROUGH BUILDING SHIPS WE WILL HAVE TO 
HAVE TRAFFIC COPS ON THE OCEAN. 





properly finance the Government for the 
fiscal year ending June 30, 1919, it is neces- 
sary to raise by taxation, in addition to the 
amount now being raised under existing 
law, $4,000,000,000, or a total taxation of 
$8,000,000,000, writes Claude Kitchin, 
Chairman of the House Committee on Ways 
and Means in an article in the July Forum. 

How shall we go about it to get the 
$8,000,000,000? Congress and the country 
are in entire agreement with the President 
in the declaration in his revenue message 
that the big increase must come chiefly 
from incomes, excess of war-profits and the 
luxuries. Wealth, therefore, must be taxed 
instead of poverty, luxuries instead of neces- 
sities. ‘ 


1917, and they will, unless the Price Fixing 
Board materially interferes, and that we 
shall be compelled to raise from such in- 
comes and profits $6,000,000,000, it can be 
seen that, if proper adjustments are made, 
it can be done without destroying or seri- 
ously crippling business or confiscating in- 
comes of corporations or individuals. After 
taking the $6,000,000,000—and that amount 
may not be necessary—there will still re- 
main to the individual and corporation at 
least $3,000,000,000 more income and profits 
than in 1914, or about 40 per cent more. 


Copper Famine 
After the War? 


The end of the war will find areas in 
Europe and Asia Minor inhabited by 150,- 











LEADING 


OPINIONS 717 





000,000 people practically without a pound 
of copper among them. And when to these 
we add the territories that Germany has 
overrun and despoiled we get a population 
of not less than 200,000,000 in a state of 
copper famine. It is not easy to realize 
all that this means, writes Sydney Brooks 
in the North American Review. 


Not only have great and populous 
regions been denuded of copper, but the 
production of the metal has been so vastly 
accelerated by the events of the past three 
and a half years that the exhaustion of 
the chief existing mines is a matter of one 
or two decades, and no more. The United 
States at present produces some 55 per 
cent of the total output. In February, 1914, 
five months before the outbreak of war, Mr. 
Ryan, the president of the Amalgamated 
Copper Company, declared that the copper 
available in the United States would be ex- 
hausted in fifteen years. Since then the 
unprecedented demands of the belligerents 
must have considerably reduced his estimate 
of America’s productivity. 


“England’s Best Brains 
in War”—Otto Kahn 


Otto H. Kahn, of the firm of Kuhn, Loeb 
& Co., who returned from an extended trip 


abroad, where he had interviews with the 
King of Spain, the Prime Minister of Spain 
and Prime Minister Lloyd George, as well 
as the statesmen and generals at the head 
of activities of all the important allies, 
said in response to a request for his im- 
pressions of tonditions in Europe: 


“I was immensely impressed by the spirit 
of Great Britain and the magnitude and 
efficiency in all directions of her war-effort, 
which has not, perhaps, been generally ap- 
preciated as yet at its full value. 

“As a business man, I was naturally able 
to realize best their organization for the 
business side of the war. They have drafted 
their best business brains everywhere into 
the service of the Government. Their 
supply, transportation, manufacturing and 
salvage systems, for instance, are marvels 
of business organization. 

“Andrew Weir, Director-General of Sup- 
plies, and, among other things, in charge 
of the army salvage system, was good 
enough to show and explain to me his 
methods of operation. He told me that in 
the space of three years he will have saved 
to the nation through salvage, or, rather, 
in effect created for the nation, $500,000,000 
out of things which formerly went into the 
scrap heap. 

“Our army is engaged in similar work, 
though it has not, of course, attained the 
magnitude of the British. If we find ways 


of applying after the war, systematically in 
civil life, the lessons now being leaned as 
to the use and value of materials heretofore 
considered absolute waste, the possibility 
of the creation of wealth by that means in 
our country.almost staggers the imagina- 
tion.” 


“Prosperity After 
War”—W. B. Joyce 
A statement on “Our After-War Pros- 
perity,” issued by William B. Joyce, presi- 
dent of the National Surety Company, says: 


“Our nation, after the war, seems likely 
to enter the most prosperous period of its 
history. 











WILL THE PUBLIC SEE THE FALLS TOO 
LATE? 





“Our export trade will greatly develop, 
in (1) gross value of goods annually ex- 
ported; (2) geographical extent of foreign 
territory served; (3) variety of goods man- 
ufactured for sale abroad. 

“Our pre-war competitors will for years 
be handicapped by home conditions. 

“Our bankers, insurance companies and 
shipping concerns will be able to co-operate 
with our manufacturers and exporters much 
more extensively and intelligently because 
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of new mutual understandings developed 
through recent war-conditions. 

“America’s after-war agricultural de- 
velopment will be equally extensive. Our 
foodstuffs will be sought by most of Eu- 
rope. Our pre-war farm labor problem 
will be solved, thousands of returning 
soldiers preferring to continue a healthy, 
physically active, outdoor life. 

“Burdensome after-war taxes should not 
be feared. America’s leading business ex- 
ecutives, whose great corporations are to- 
day paying a large share of present war 
costs, do not fear over-severe after-war 
taxation. While after-war taxes will be 
heavy, they will constantly grow lighter. 

“Fear of wide after-war unemployment, 
through our returning armies and European 
immigration, is also groundless. Bringing 
back our millions of soldiers will be a two- 
year process, allowing ample time for 
economic absorption. Business and agricul- 
tural openings will be numerous. 

“Increased understanding and co-opera- 
tion between capital and labor will undoubt- 
edly assist our prosperity after the war. 

“Stock market fluctuations, immediately 
after the war, should not be taken as an 
index of our prosperity. Many pre-war 
standard stocks may depreciate after peace 
has been declared, particularly if the com- 
ing of peace is discounted by greatly in- 
creased values, but strong bonds like Gov- 
ernment issues, on the other hand, will 
probably rise. Government financing of 
American business, since it is only a war- 
measure, will probably cease with peace. 


Heavy Financing 
in July 
Financing by American railroad and in- 
dustrial corporations, according to statistics 
published by The Journal of Commerce, 
continues heavy, although it is not up to 
the exceptionally large output of capital is- 
sues in June. 
The following divisions of the new se- 
curities, including bonds, notes and stocks 
for July and seven months show: 


_ success.’ 


Difficult Art 


of Investment 


Mr. William H. Woodin, president of the 
American Car and Foundry Company, says 
World’s Work, talking on speculative invest- 
ments, in which one expects a high return 
on money with the possibility of a large 
increase in the capital, said: “In my opin- 
ion, the art of investing money safely with 
a maximum return of income, unless in- 
stinctive in the individual, is most difficult 
to acquire. 

“This faculty was possessed to a wonder- 
ful degree by the late J: B. Haggin, and, 
combined with his long experience in the 
mining field, made him a master in this de- 
partment of investments. Some friends of 
mine came to me a few years ago with a 
copper proposition, and as I knew Mr. 
Haggin well, I raced across to him at once 
to ask his advice. I shall never forget the 
thorough and painstaking way in which 
he took the matter up, and I shall never 
forget the advice he gave me. It is cer- 
tainly applicable to all mining investments, 
and new oil propositions as well. After 
spending an hour and a half going over a 
most wonderful set of maps that he had of 
the region where this mine was located, he 
delivered the following opinion. ‘There is 
a great risk of losing money in this propo- 
sition for the simple reason that the copper 
ore in this locality is very uncertain, and I 
know cannot be developed in sufficient 
values to warrant the expense that must 
be met to make a copper proposition a 
He then turned to me and said, 
‘My boy, whenever any one comes to you 
with a mining proposition, just think of 
this: If you were to place all the mineral- 
ized wealth in the world in one spot and 
then put all of the rest of the earth in an- 
other, the comparison between the two 
would be as the point of a needle to, well, 
say the moon; and if you want to make 
money in mining you have to get on the 
point of that needle.’” 





Jury. 


Railroads 
Tractions 
Public utilities ....cccccccccccccce eeveccecee seecsce 
Manufacturing companies: 

Iron and Steel 

Textiles 

BEMSCOMAMOOUD 2 ccc ge cccccccccceccescs eeteedccece 
Miscellaneous 


21,673,000 


$165,580,000 


Change. 
— $17,118,000 

45,011,000 

6,761,000 


52,475,000 

2,100,000 
31,709,000 
13,700,000 


+ $30,298,000 


1917. 
$31,418,000 
3,736,000 
28,434,000 


6,675,000 


31,879,000 
33,140,000 


$135,282,000 


For Seven Monrus, 


Railroads 
Tractions cece 
Public utilities one 
Manufacturing companies: 

Iron and Steel........ccseeeesees peeteseccecocece ° 

Textiles 

Miscellaneous .........-s++e0: ooghbbaoesnet> eesee 
Miscellaneous .......+..se005 eeeesesede Seccccce esee 

Total ... 


eeeee 


$61,494,000 
150,276,000 
240,978,200 


215,206,800 
$855,002,700 


—$300,858,200 
95,868, 100 
90,447,800 
10,705,000 

4,750,000 
124,813,500 
6,451,300 


$362,352,200 
54,407,900 
150,530,400 


66,425,000 

12, 00, 
226,781,200 
208,755,500 


$1,081,952,200 —$226,949,500 
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Posner & Co.—The many favorable ele- 
ments in the market situation will be re- 
flected, we believe, in advancing prices 
within the next three or four weeks. 

Our opinion strongly leans towards the 
purchase of standard issues at this time of 
low prices and repressed activity. 

There is reason to expect a strong and 
active market in the several weeks preced- 
ing the opening of the next Liberty Bond 
campaign. That campaign, according to 
the present program, will start September 
28. 

Market activity has immediately preceded 
every previous Liberty Loan campaign. 


Shonnard, Mills & Co.—Among the fac- 
tors most likely to be emphasized during 
the coming weeks will be the following: 

Government regulation of the country’s 
labor supply. 

The success of the Government food 
conservation campaign and the promise of 
bumper crops. 

The persistence of huge industrial earn- 
ings under Government regulation, to which 
U. S. Steel’s latest quarterly report bears 
testimony, and the promise of reasonable 
taxes which will remove the menace of 
dividend reductions. 

The early consummation of the contract 
between the Railway Administration and 
the railroads. 

The existence of a large reservoir of 
credit to be tapped by way of rediscounts 
before any advance in money rates above 
current levels will be justified. 

The Fourth Liberty Loan campaign. 

Further Allied successes. 


J. S. Bache & Co.—The volume of trad- 
ing is exceedingly light. The public does 
not come in, perhaps because the business 
of these times requires such very large cap- 
ital and so much attention that a dull stock 
market does not attract. To make the mar- 
ket active and attractive requires funds 
which the money control seems not to ap- 
prove of sparing. When there comes a 
time at which the end of the war may be 
definitely discerned. forecasting the pros- 
pect of reduced taxation and released funds, 
the public will, undoubtedly, then turn to 
the market, which has in it the foundations 
of a great bull movement. 


Goodbody & Co.—Midsummer dullness 


with narrow fluctuations continues. Not 
much change in the general price level of 
stocks is probable in the near future, unless 
something so important should happen in 
Europe as to make another Liberty Loan 
unnecessary. While we hardly expect such 
an event the unexpected may happen. 

In that case the market would bound 
upward. The prospect of a smaller loan, 
of reduced taxation and of cheaper money. 
to say nothing of the psychological relief 
from having the Hun menace removed, 


could not but affect the market favorably. 
The advance might not, however, go very 
far in some classes of stock—such as the 
steel, copper and shipping stocks—but it 
would almost surely occur. 


Keane, Zayas & Potts.——At the moment 
the investment position is as sound as it 
ever was, and that position is likely to re- 
main unchanged, although it seems at the 
moment to be threatened by contemplated 
changes in the Federal Revenue law. There 
is a lot of loose talk of “taxing corpora- 
tions to the bones,” of “penalizing profits” 
and of “confiscating wealth,” and this talk 
—although there is small probability that 
it ever will amount to anything more than 
talk—is disturbing to values. Already a 
growing demand for tax- ~exempt securities 
has developed from this situation, and any 
attempt on a large scale to change into tax- 
exempts would have a seriously unsettling 
effect upon the value of those securities 
which support and represent our national 
commerce. 

It is unbelievable that any national body 
of legislators, even in war time, could be 
induced by any consideration to undermine 
the foundations of our national existence 
by destroying our national commerce; yet 
that would be the inevitable result of taxa- 
tion of a sort that would make it unprofit- 
able. For that reason we hold to the opin- 
ion that “confiscatory taxation” is beyond 
the realms of probability and that holders 
of investment securities should not permit 
themselves to be frightened by talk of it 
into sacrificing their holdings. 

Attempts to disturb the investment posi 
tion by talk of the kind indicated should 
be treated as enemy propaganda. 


Hayden, Stone & Co.—It is to be noted 
that, within the last month, there have been 
some half dozen incréases in the dividend 
rates declared by industrial companies. 
Evidently, the limit in this direction has not 
yet been reached. 

We see no reason to change our general 
conclusions. that while there is no telling 
just when this period of inertia will come 
to an end. the chances are that when it does 
it will be in favor of higher prices. We are 
hopeful that by next month, with the Lib- 
erty Loan out of the way, with, perhaps, 
some line on the extent to which it may be 
necessary to increase taxes and with, as we 
hope, a continuation of favorable news from 
abroad, there will be enough in the situa- 
tion to induce the public to take a more 
active interest. 

It mav well be that, at some future date. 
there will be a reaction from the degree of 
inflation that. necessarily, exists todav. but 
that event, we consider. is so far distant 
that it is hardly worth while considerine its 
possibility in sizing up the present situa- 
tion. It seems to us. the constructive 
forces, for the time being, have the greatest 
influences. 
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Important Forthcoming Financial Events 


Aug. 20 
Bethlehem Steel dividend meeting. 


Aug. 21 
Republic Iron & Steel dividend meeting. 
—" Can serial notes mature ($3,000,- 
). 


Aug. 22 
Baldwin Locomotive directors may take up 
capital readjustment. 


Aug. 23 
Atlantic, Gulf & West Indies dividend meet- 


ing. 
Illinois Central annual meeting. : 
Railway Steel Springs dividend meeting. 


Aug. 27 


General Motors special stock increase meet- 


ing. 
New York State Labor Convention at Ro- 
chester, N. Y. 


Aug. 29 
American Sumatra special meeting to in- 
crease capital. 
Delaware, Lackawanna & Western special 
meeting. 


Aug. 31 
Capital stock tax returns must be filed. 


Sept. 1. 
American Cotton Oil $2,500,000 1-year notes 
mature. 
United Kingdom Government $250,000,000 
2-year 5% notes mature. 


Sept. 2 
Cotton Crop Government Report. 


Sept. 3 
American Can dividend meeting. 
Chino Copper dividend meeting. 
Kennecott Copper dividend meeting. 
New York State Fall Election Primaries. 
Utah Copper dividend meeting. 


Sept. 4 
Lehigh Valley dividend meeting. 


Sept. § 


American Steel Foundries dividend meeting. 
Sept. 6 

Cuban Cane dividend meeting. 
Sept. 7 

Printing Price Conspiracy Hearing at Chi- 

cago before the Federal Trade Board. 

Sept. 9 

Maine Congressional “index election.” 
Sept. 10 


International Harvester special meeting. 
United Fruit dividend meeting. 


Sept. 11 
New York Central dividend meeting. 
Sept. 17 


American Telephone & Telegraph dividend 
meeting. 


Sept. 18 
Reading Company dividend meeting. 
Sept. 20 
Great Northern dividend meeting. 
Sept. 21 
American Can $3,000,000 serial notes mature. 
Sept. 23 
American Bankers Association convention 
in Chicago. 
Sept. 24 
Anaconda dividend meeting. 
Central Leather dividend meeting. 
General Motors dividend meeting. 
Sept. 25 
Northern Pacific dividend meeting. 
Pittsburg Coal dividend meeting. 
Westinghouse Electric dividend meeting. 
Sept. 26 
Inspiration Copper dividend meeting. 


Sept. 28 
Liberty Loan (4th) campaign starts. 
United States Smelting & Refining dividend 
meeting. 
Oct. 1 
Baltimore & Ohio $10,500,000 notes mature. 
Oct. 8 
United States Supreme Court reconvenes. 
Oct. 9 
Southern Pacific special meeting. 
Oct. 19 
Liberty Loan (4th) campaign ends. 
Oct. 21 
American Can $3,000,000 serial notes mature. 
Nov. 1 
26c copper price agreement expires. 
Nov. 9 
Last day for converting previous issues of 
Liberty Loan. 
Nov. 18 


Investment Bankers’ Annual Convention at 
St. Louis, Mo. 


Nov. 21 
American Can $3,000,000 serial notes mature. 
Dec. 1 


United States Rubber Co. collateral trust 
$10,538,000, General Rubber $9,000,000 de- 
bentures and Morgan & Wright $3,268,- 
000 debentures mature. 
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Southern Railway’s Bonds 


Road’s Rapid Return to Prosperity—Conservatism of Man- 
agement—Rating of Principal Bonds 





BOND STUDY No. 6 
By GEORGE S. HAMMOND 





ROBABLY no railroad of impor- 
tance in the country more thor- 
oughly reflects the conditions 
prevailing in the territory served 

than does the Southern Railway. When 
cotton and the other products of the South 
are in big demand, the Southern’s earnings 
rise like a business barometer, and vice 
versa. The road is a vital factor in the 
life of the people in the states below the 
Mason and Dixon line. 

From Washington the main line extends 
to Atlanta, and through much of this ter- 
ritory, the very heart of the South, it is 
without competition. The Seaboard and 
the Atlantic Coast Line follow the Atlantic 
shore quite closely, while the Southern is 
well inland. The Illinois Central and the 
Louisville and Nashville meet it frequently 
in the western part of the system, but to a 
large extent the Southern has a traffic 
monopoly. At its extremities it reaches 
Memphis, St. Louis, Mobile and Cincin- 
nati. With its many branches of varied 
worth as traffic producers, the Southern op- 
erates nearly 7,000 miles of road. 

These many branches have been pointed 
out as a source of weakness to the company, 
and it is true that many of them are but 
small producers, though vital to the com- 
munities they serve. They pull down the 
density of traffic figures for the road as a 
whole, bringing them to a point approx- 
imating that generally shown by far west- 
ern roads. 


Recent Growth of Road 


For some years the Southern had rather 
a hard row to hoe. Its property was not 
altogether up to modern standards, the debt 
was a trifle heavy, and in 1914 and 1915 
the extreme depression prevailing in the 
South slashed earnings sharply. In the 


rapid return to prosperity which followed, 
the company made the best showing in its 
history. It is now quite well fixed finan- 
cially and in excellent shape physically. 
The revival is not to be attributed alto- 
gether to good fortune. For years the 
management had been plowing back earn- 
ings into the property. The main line 
from Washington to Atlanta has been prac- 
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tically all double tracked, grades have been 
reduced, motive power increased, and many 
other improvements have been completed. 
The standard of maintenance was at a high 
level for the South, and in short the trans- 
portation machine was steadily built up for 
the growth of traffic which the management 
knew would come. When the tonnage 
jumped from 25,860,000 in 1915 to 34,- 
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742,000 in 1917, the road was ready to 
meet the strain and handled it at almost 
exactly the same operating ratio as in the 
previous year. 

The conservatism displayed by the man- 
agement in recent years is worthy of note. 
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At the first sign of falling revenues the 
directors have suspended preferred divi- 
dends, so that there has been a substantial 
surplus in every year of the last nine. The 
debt, which was threatening to get beyond 
safe limits, has been held down, and inter- 





est charges of $11,087,731 in 1909 had 
only grown to $11,157,207 in 1917. To 
ofiset this insignificant advance, there was 
a gain of almost $10,000,000 in income. 

The income under government control 
should leave an adequate margin of safety 
for the debt. I estimate it roughly as fol- 
lows: 


Net Operating Income 
Other Income 


$18,300,000 


Total Income 
De. ME Si pecacueateeeverese 


$7,100,000 


The company has a very impressive 
array of bonds, due to the fact that the road 
is a consolidation of a number of roads, 
which had a somewhat unfortunate history 
before their merger into a single system in 
1894. Some of the old divisional issues 
are practically unknown to even experi- 
enced bond men, for their amounts are so 
small that they are seldom obtainable in 
any quantity. The mere fact that they are 
underlying securities should not be taken, 
however, as unfailing evidence of their 
security, for they vary greatly as to worth. 
Some of them, such as the Virginia Mid- 
land bonds, are fully entitled to the term 
“gilt edged.” Others are mortgages on 
lines which are probably not self-sustain- 
ing, and might suffer if the company were 
ever to fall into receivership. The follow- 
ing issues make up the bulk of the debt, 
and absorb most of the investment interest: 


Net Income 


Rating of Principal Bonds 


The First Consolidated 5s of 1994 are 
the largest issue, with $71,809,000 out- 
standing. They cover, by first lien, 1,528 
miles, principally of secondary importance. 
Including their junior lien mileage, they 
are secured on over 4,000 miles, or more 
than half the system, and by a large amount 
of collateral. The per mile rate is only 
$17,493, and even with the $42,322,000 
prior liens, there is a liberal equity. They 
are now at about 89, yielding 5.60 per cent. 
In the past, when the Southern was not 
nearly so well off as it is today, they sold 
several points above par. They are a good 
investment—not of the very highest grade, 
but none the less a sound bond, and some- 
what of a. bargain. 

Next, and last, in rank come the $61,- 
330,000 Development and General 4s of 
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1956. As the further issue of Consolidated 
5s is limited to refunding purposes, this 
issue was the logical vehicle for further 
financing, but its maximum interest rate of 
4 per cent. (it was put out in 1906 when 
interest rates were low) has made it impos- 
sible to offer it for subscription for several 
years now. For this reason a new refund- 
ing mortgage was created and the company 
started to offer to exchange the old 4s for 
4's of the new issue, but conditions caused 
a shelving of the plan for the time being, 
and short time notes were sold in March, 
1917, rather than to attempt to sell long- 
time bonds. The Development 4s at 63, 
yielding 6.65 per cent., are attractive, 
though not a highly conservative invest- 
ment. Under government control they are 
entirely safe, however, and I believe that 
they will act at least as well as the general 
railroad bond average when the next rise 
comes. 

There are $25,000,000 Notes due March 
2, 1919, and secured by Development 4s. 
They can be purchased on a 7 per cenit. 
basis. There is every reason to believe that 
they will be provided for at maturity. 

The Atlanta and Charlotte Air Line 5s 
of July 1, 1944, are the most recent mort- 
gage bond of the company to be offered on 
the market. The total authorized issue of 
$20,000,000, including $5,500,000 4%s, 
are now outstanding. They cover by first 
lien the 263 miles of road between Char- 
lotte, N. C., and Atlanta, practically all of 
which has recently been double tracked. 
Though this is a leased line, rather than a 
directly owned part of the system, it is an 
absolutely vital link in the main line, and 
at 87, yielding 6 per cent., it is a splendid 
investment. 


Another important divisional bond is the 
East Tennessee, Virginia, and Georgia 
Consolidated 5 per cent. mortgage of 1956, 
put out in 1886 and now worth about 93, 
yielding 5.40 per cent. The road covered 
is a former independent line of nearly 1,000 
miles, reaching Bristol, Tenn.; Chattanoo- 
ga, Brunswick, Ga., and other important 
centers. Traffic on this section of the 
Southern is heavy, and as the per mile rate 
of the bonds is low, they have held a de- 
servedly high investment rating for many 
years. 

Tht Memphis Division 5s of 1996, and 
the St. Louis Division 4s of 1951, can be 
obtained at about 92, yielding 5.40 per 
cent., and at about 67, yielding 6.50° per 
cent., respectively. Both cover valuable 
main lines, affording access to the cities 
whose names they bear, and are entitled to 
a good investment standing. 

There is an issue of $14,000,000 New 
Orleans Terminal 4s, due 1953, which can 
be obtained at about 63, yielding 6.75 per 
cent. They are highly attractive, as they 
cover by first mortgage the entire terminal 
property in New Orleans, including a mod- 


ern passenger station, freight stations, a 
very large amount of real estate, and an 
18-mile belt railroad, all of which consti- 
tute a valuable property, far from easy to 
duplicate. 


For the Future 


The Southern belongs to that class of 
roads which has no glorious past to rest 
back upon, so is working all the harder for 
the attainment of an illustrious future. 

It has gone about the task in a vigorous 
way and it is rapidly reaching its goal, 
which augurs well for the investment pos- 
sibilities of its securities. 








SPENDING AND HELPING THE ENEMY 


Uncle Sam needs twenty billions of dollars or so this year for the war. 


What does Uncle Sam do with this money? 


money. 
What does he spend the money for? 


He spends it just as you and I spend our 


For ships, guns, shells, clothes and food for the 


soldiers and sailors, and for many other things needed to carry on the war. 


We cannot eat our cake and have it too! 


We cannot insist upon eating and dressing 


and having a good time as before, and expect our government to put up a winning fight. When 
we save, we stop competing with Uncle Sam—and that means with the boys in the trenches. 


The best way to do “even better” is by joining a War Savings Society. 


Then in “our 


crowd,” in “our shop,” in “our officg,” we will learn to do without by all agreeing to do 
without the same things.—War Savings Society Bureau, National War Savings Committee, 51 


Chambers Street, New York City. 

















The A B C of Bond Buying 


How the Ordinary Investor May Judge Bond Values 
V—Relation Between Earnings and the Value of a Bond 





By G. C. SELDEN 








HE most important single item af- 
fecting the value of a bond is, in 
practically all cases, the relation 
between the company’s total inter- 

est charges and its earnings applicable to 
pay those charges. This is most conven- 
iently reduced to a comparatiye basis in the 
form of “Interest Charges — Times 
Earned.” 

The main point needs no elaboration. 
If a company’s total interest charges are 
usually and customarily earned three times 
over, it is clear that its bonds, taken to- 
gether, are in a much stronger position than 
those of a company which earns its inter- 
est charges only one and one-third times. 

The above factor applies to all of a com- 
pany’s bonds together. Its great import- 
ance lies in the fact that if interest on any 
one bond is defaulted (aside from income 
bonds) the company has to go through re- 
ceivership, which affects the value of all 
its bonds. 


Earnings for Different Classes 


But we know, of course, that one bond 
of a company may be selling to yield 714% 
at the same time that another bond of the 
same company yields only 514%. In most 
cases, therefore, it is desirable to go beyond 
the item of “Interest Charges — Times 
Earned,” important though that may be, 
to find the reasons for such differences. 

If we look over the list of the outstand- 
ing bonds of a railroad—I take a railroad 
company because it nearly always has a 
greater variety of bonds—we find that the 
various issues may be roughly divided, ac- 
cording to the strength of their position, 
into four classes: 

(1) Bonds on which interest is earned 
by a satisfactory margin and which will 
also, because of the character of their mort- 
gage liens, be in a good position in case 
of receivership. 

(2) Bonds on which interest is earned 
by a satisfactory margin but whose mort- 
gage liens are on sections of the road having 
a small earning power considered separ- 


ately, or whose liens are of a mixed and 
general character and preceded by other 
liens, so that in case of receivership the 
bonds would be in a doubtful position. 

(3) Debenture bonds, on which interest 
may or may not be earned by a satisfactory 
margin, and which have only a general 
claim in case of receivership. 

(4) Income bonds, on which interest 
does not have to be paid unless earned. 

Some companies would not have all these 
classes of bonds. Most railroads have the 
first three at any rate. 

To make this clearer, let us take an exam- 
ple. Suppose that you notice, in some list 
of investments, that Seaboard Air Line first 
mortgage 4s are selling to yield 6.5% and 
Seaboard adjustment mortgage 5s yield 
9.2%. (These happen to be the current 
yields.) You start to investigate the char- 
acter of these two bonds as investments. 

On referring to some current manual or 
statistical service, you see that the Seaboard, 
like most other systems, has been built up 
out of smaller roads, and that 16 out of its 
20 different bond issues are the bonds of 
these smaller proprietary companies. Most 
of these proprietary bonds have first mort- 
gage liens, and have been assumed or guar- 
anteed by the Seaboard or are based upon 
parts of its line which would show good 
earnings independently or are absolutely 
essential to the integrity of the system as 
a whole—having, therefore, a sort of prior 
claim upon earnings and assets. 

The Seaboard first 4s are in a similar 
position, the comparatively small amount of 
$12,775,000 outstanding having a first lien 
on over 200 miles of main line and 40 miles 
of branch line, and a second lien on 1,568 
miles, with additional third, fourth and 
collateral liens. 

However, you note that two of the pro- 
prietary bonds, the Atlanta & Birmingham 
first 4s and the Florida West Shore first 5s, 
are not rated as highly as the rest. This is 
because they are based upon newer parts 
of the system, which have a relatively smal- 
ler independent earning power. 
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You next come upon the Seaboard re- 
funding 4s and find that their first lien is 
on relatively unimportant parts of the sys- 
tem and their other liens range from second 
to fifth; and you class these, along with the 
first and consolidated 6s, as having a poorer 
claim on the property than the bonds previ- 
ously discussed. 

Finally you have the adjustment mort- 
gage 5s. You note that their interest is 
“cumulative and not to exceed 5%” and 
is “payable out of surplus net earnings of 
company” —in other words, an income 
bond. Its mortgage claim follows the re- 
funding 4s on same property and securities, 
and it is junior in position to the first and 
consolidated 6s. This is getting pretty near 
the vanishing point so far as liens are con- 
cerned. 

How to Apply Earnings 


You have now discovered that the first 
mortgage 4s, yielding 6.5%, belong in class 
1 of the four classes above outlined; while 
the adjustment mortgage 5s, yielding 9.2%, 
belong in class 4 and in the matter of their 
claim on earnings are about the same as 
another preferred stock coming in ahead of 
Seaboard’s regular preferred (which may 
receive, if the directors declare them, 4% 
noncumulative dividends). 

You next want to know what margin 
Seaboard usually earns above its bond in- 
terest mot including the adjustment bond 
interest (since that is not necessarily paid) ; 
and also the margin above all bond interest, 
including the adjustment bonds, so as to 
get the positionsof the adjustments. 

You therefore figure out, or find in your 
manual, the following results: 

Bond Interest All Bond 
(Excluding Adjust.) Interest. 
Times Earned Times Earned 
1.38 
1.18 
1.37 
1.33 
1.01 
1.28 
1.16 


From this you conclude that all bonds 
in class 1 are in a comparatively safe posi- 
tion, though not entitled to the very highest 
rating; but that the adjustment 5s are de- 
cidedly speculative, since they would be the 
first to lose their interest in case the com- 


pany failed to earn its full charges, and in 
three years out of the seven the excess of 
earnings over charges was small. However, 
since the interest on these 5s is cumulative, 
it is likely to be met on the average, unless 
a period of very dull business should over- 
take the company or some other very serious 
difficulty should develop. 

If you desired to give an investment rat- 
ing to all the bonds of the system, you 
would carry the above process a step fur- 
ther by, first, separating all the company’s 
bonds into the four classes above described, 
about as follows: 

Class 1—Seaboard first 4s, and 14 bonds 
of proprietary companies (I will not take 
the space to enumerate them by name). 

Class 2—Atlanta & Birmingham first 4s 
and Florida West Shore first 5s. 

Class 3—Seaboard refunding 4s and 
Seaboard first and consolidated 6s. 

Class 4—Seaboard adjustment 5s. 

You would then figure the times interest 
was earned on class 1; on classes 1 and 2 
combined; on classes 1, 2 and 3 combined; 
and on all four classes combined. 

It must be understood that “Times 
Earned,” as worked out by this method, does 
not represent the way in which earnings are 
actually applied to the bonds, for a default 
on a bond in any of the first three classes 
would throw the road into receivership. 
What you get is a sort of rating, based on 
earnings, which enables you to estimate ap- 
proximately the investment standing of the 
bonds in the. several classes. 


How Not to Do lit 


It is entirely misleading to figure the 
times interest is earned for class 1; then 
the times it is earned on class 2, after de- 
ducting interest requirements for class 1; 
next the times earned for class 3 after de- 
ducting both class 1 and class 2, etc. This 
method will very often give a higher “mar- 
gin of safety” above interest requirements 
for a bond on the tail end of the list than 
it gave for the best bonds the company has 
outstanding. It will certainly give that re- 
sult where the total of class 4 bonds out- 
standing is small compared with previous 
classes, since the “times earned” depends 
on the amount of the interest requirement 
just as much as it does on the earnings 
applicable. Yet, strange to say, exactly 
this erroneous method is often employed by 
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some who consider themselves “bond ex- 
perts.” 

Another unsatisfactory method is to at- 
tempt to judge a bond by average earnings 
for a period of years. It is quite necessary 
to examine earnings for six to ten years 
past, but it may be entirely misleading to 
average them. It is rare indeed that any 
company is standing still—it is either grow- 
ing or going down hill, in at least nine cases 
out of ten, and your average does not show 
you which way it is going. This may be 
highly important. 

For example, let us suppose that some 
company ten years ago earned its interest 
charges 2.3 times over, but that earnings 
have been falling off or interest charges in- 
creasing or both, until last year the charges 
were earned only 1.1 times. An average 
for the ten years might be perhaps 1.6 times, 
which would not indicate any special dan- 
ger to bondholders; but an examination of 
the “Times Earned” year by year would 
show a steadily declining tendency and 
would indicate plainly that unless that ten- 
dency could be immediately reversed, a re- 
ceivership was in prospect. 

In some cases it may be helpful to figure 
a ten-years’ average, after examining the 
trend of earnings, year by year. If a com- 
pany shows no marked trend for the period, 
but its earnings have fluctuated consid- 
erably with variations in general business 
activity, the ten-years’ average would help 


somewhat in judging the value of its bonds. 
Selection of Bonds 

We are beginning to get a glimpse now 
of some of the principles that may be ap- 
plied in the selection of bonds to get better 
than ordinary yields. 

For example, the bonds of a growing 
company do not as a rule respond imme- 
diately to its improving prospects. Bond 
buyers as a class are very conservative and 
do not act until they are sure. A compan) 
will often show for two or three years the 
beginnings of a marked and permanent 
growth before a bond of that company 
which has always been considered specu- 
lative will advance in price enough to lower 
its interest yield materially. 

During this period the investor who is 
carefully watching conditions can buy the 
bond at a bargain price; for he will not 
only get a relatively high income yield on 
his investment but when the bond finally 
responds to the better prospects of the com- 
pany he will also get a profit from the ad- 
vance in the price. 

Picking out the cheap bonds is, naturally, 
something of an art, but it is much less ven- 
turesome than selecting cheap stocks. It is 
for the most part a question of sound busi- 
ness sense added to a fair knowledge of the 
broad principles of bond investment. 


The next article of this series will discuss 
bond yields and the use of bond tables. 








MARKET STATISTICS 


Dow-Jones Avgs. 

20 Rails 
83.13 
82.90 
82.86 
82.46 
82.51 
82.56 
82.69 
82.56 
82.76 
82.84 
83.09 
83.33 


20 Inds. 


81.30 
80.70 
81.23 
80.71 
80.76 
80.90 
81.57 
81.13 
80.97 
81.13 
81.65 
82.04 


40 Bonds 


Monday, 
Tuesday, 
Wednesday, “ 31 
Thursday, Aug. 1 
Friday, 
Saturday, 
Monday 
Tuesday, 
Wednesday, 
Thursday, 
Friday, 


July 29 


Y ee C's 8. 4 


Breadth 
(No. 


issues) 


50 stocks 

High Low 

72.04 71.68 
72.01 71.35 
71.97 71.44 
71.55 71.13 
71.58 71.15 
71.58 71.41 
72.01 70.91 
72.12 71.70 
71.97 71.46 
71.97 71.21 
72.25 71.91 
72.49 72.15 


Total Sales 
180,500 
340,200 
362,400 
246,800 
136,500 

68,700 
267,400 
243,700 
154,400 
161,100 
321,300 
221,500 























SPECIAL PRIZE OFFER 


[Open to Everybody| 


For the best article written from a conservative investment viewpoint and specifically 
showing the investor (not speculator) how to best increase his principal and income at a 
minimum risk THE MAGAZINE OF WALL STREET offers as a prize a 


FIFTY DOLLAR LIBERTY 
BOND 


For the second best article we will pay 


TWENTY DOLLARS IN CASH 


Other articles received and suitable for publication will be paid for at our usual rates. 


Terms of the Contest: 


The contest will close September 15 at 6 P. M., and no manuscript received after that 
time will be considered. 


The contest is open to everyone except those connected with THE MAGAZINE OF 
WALL STREET. Articles must be of an investment not speculative character, and should 
not be over 2,000 words in length. 

The awards will be announced and made within thirty days from the time the contest 
closes. 


The Editorial Staff will constitute the judges of the competition and will base their 


desisions on the following factors: 


1. Excellence and accuracy of the ideas or plan submitted. 
2. Originality and ingenuity displayed in handling the subject. 
3. Forceful style and literary excellence of the contribution. 
Contestants should write on one side only of each sheet of paper. Manuscripts will 


be returned only at the request of the writer who must send sufficient postage to cover 
the expense of return. 


The purpose of this contest is to increase the interest in the general subject of invest- 
ments and to add to the general fund of information throughout the country on invest- 
ment topics. The winners of the contest will have the satisfaction of not only receiving 
the material rewards but also that of having been of real service to their fellow men. Do 
not put this idea in the back of your minds until it is forgotten but cut out this notice, 
place it before you on your desk and start to win the prize today. Address your contribu- 
tions to— 


LIBERTY BOND PRIZE CONTEST 
EDITOR 


THE MAGAZINE OF WALL STREET 
42 BROADWAY, NEW YORK CITY 
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Investment Inquiries 





Butte Copper & Zinc Somewhat Risky 


C. S., New York, N. Y¥Y.—Butte Copper 
& Zinc is operated by’ Anaconda Copper 
under a lease. Recent reports are to the 
effect that Manganese Ore Reserves have 
been steadily increased by developments 
during the past few months and that the 
Manganese Ore shipments have grown 
from 75 tons a day to between 250 and 300 
tons. Also that the quality of the ore has 
been steadily maintained at around 35 to 
38% Manganese and 7 to 9% Silica. Ship- 
ments of zinc ore have been greatly re- 
duced by reason of the increased Manganese 
production. While no recent reports of 
earnings are available, an official statement 
was made that the earnings are increasing 
steadily. The company reported total net 
profits for the first quarter of the year at 
$226,716; but one-half of this sum goes to 
Anaconda under the lease arrangement. Un- 
less these earnings have increased sub- 
stantially since that time, we do not regard 
that they warranted payment of a 10% 
dividend. This stock is speculative and is 
subject to periodical rallies of importance. 
Last year, it rallied to 20. We do not 
suggest Butte Copper & Zinc as an invest- 
ment issue and a holder at a higher price 
should clearly recognize the risk involved. 


American Light & Traction Should Be Held 


H. K., Newark, N. J—American Light & 
Traction earnings’ position is not one to 
cause alarm. The decline has rather been 
due to the necessity for a readjustment in 
its market price to bring it in line with 
other high grade public utility investment 
issues. The prospect that the dividend will 
be passed is a very remote one. If un- 
favorable conditions under which public 
utility companies generally are operating, 
continue for much longer it is not impos- 
sible that American Light & Traction will 
be forced to reduce its dividend payments. 
But the utility companies are getting relief 
in the way of advanced rates and it is also 
noteworthy that the Government price fix- 
ing program will benefit them for it will 
enable them to get materials such as steel, 
coal, etc., at lower prices. 


Hold Western Union 


J. H., Wilmington, Del—Western Union 
has been selling at a comparatively high 
level, owing to war prosperity. In 1917, 
it earned 14.40% as compared with 13.59% 
in 1916 and 10.19% in 1915. For the four 
years prior thereto, it earned less than an 
annual average of 5% on its stock. It 
would appear that the present selling price 
has about discounted war earnings al- 
though we do not suggest a sale if you 
would suffer a substantial loss by doing so. 


Wabash’s Prospects for Profit 


F, B; M., Columbus, Ohio.—Wabash Pfd. 
“A” declined through the action of Directors 
in deférring the 4% dividend payable on 
the stock. This was thought prudent pend- 
ing the outcome of negotiations between 
the railroads and the Government fixing 
rental compensation, and granting permis- 
sion to pay dividends. The preferred “A” 
is not cumulative. It is a profit sharing 
issue and entitled under normal conditions 
to a 5% dividend. The “A” stock showed 
earnings of around $12 in 1916, $9 in 1917 
and the Government’s guarantee of rental 
is about $5, based upon the average earnings 
for three years to June 1917. In spite of 
the fact that an additional $20,000,000 
would be added to the present preferred 
“A” stock, if all the “B” shares are con- 
verted, we do not believe that it alters the 
dividend position so very materially. 


Atchison a Good Investment 


H. N. D., Mobile, Ala—Atchison, Topeka 
& Santa Fe yields about 7%, which is at- 
tractive for this type of security. Atchison 
is one of the best among the railroad se- 
curities. Compared with dividend require- 
ments of $6, the road earned $14 in 1917 
and is earning about $12 at present. The 
Government’s rental guarantee is based 
upon average earnings for three years ended 
June 30, 1917, which worked out at about 
$12 for the period. The dividend is, there- 
fore, well covered by current earnings as 
well as the Government’s guarantee. The 
current price level is attractive compared 
with the high levels of around 108 of 1916 
and 1917 and former prices which prevailed 
during more normal times. Atchison may 
be conservatively described as an invest- 
ment bargain at 85-86, and with the strong 
technical position of the leading railroad 
securities which now exists, due to some 
accumulation by investots during the past 
year, there is some indication for the be- 
Jief that sooner or later the market will 
reflect the attractiveness of securities like 
Atchison, Southern Pacific, Northern 
Pacific, Illinois Central and the other in- 
vestment rails. 


Kennecott a Desirable Mining Commitment 

E. A. K., Buffalo, N. Y.—Kennecott 
Copper is a desirable mining risk. Com- 
pared with a dividend of $4 a year, the 
company appears to have earned only 
$4.14 a share in 1917. ;But these earnings 
do not take into consideration a deduction 
of $2.18 a share for depletion, undistributed 
profits of its subsidiariés of $3.52 a share, 
and the excess tax value of unsold copper 
over the carrying price representing $2.43 
per share. The real earnings were there- 
fore nearly $12 a share, while earnings for 
1916 were around $10 a share. Kennecott 
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is an important producer, owning and con- 
trolling valuable mines, and interests in 
Utah, and other companies. The technical 
market position of the shares is favorable, 
and substantial decline is not to be ex- 
pected under prevailing conditions. 


Okmulgee Not Attractive 


T. J. D., Harrisville, W. Va—Okmulgee 
Producing & Refining, although selling at 
low levels around 3, compared with former 
high prices around 10, when we advised a 
sale, is not attractive. The value of the shares 
is uncertain and exaggerated statements re- 
garding earnings and production were allowed 
to be published without contradiction by the 
company. A more recent statement follow- 
ing the retirement of the former president 
and the appointment of a new Board of 
Directors proved that all former estimates 
were wrong. The company has some at- 
tractive leases and a moderate production 
of about 3,000 barrels a day, but taking in- 
to consideration the fact that the capital 
of the company is about to be increased 
from $5,000,000 to $10,000,000, the earnings 
possibilities upon a capitalization of $10,- 
000,000 will become very limited. We must 
ask you to use your own judgment in a 
commitment of this nature. 


Interest Charge Around 6% 


J. A. R, Mound City, Ill—The usual 
interest charges by brokers on large bal- 
ances is around 6%. You ought to be able 
to get a reliable broker to carry your ac- 
count at that rate. Reliable legal opinion 
is that a broker, being an agent of the 
customer, should charge the same amount 
as he is compelled to pay his bankers, and 
no more. In the absence of a clear rule, 
as opposed to general practice, it is desir- 
able to have a clear agreement on the sub- 
ject, in writing. We do not wish to ex- 
press, nor are we allowed to give, a legal 
opinion settling such an involved point of 
law which has puzzled learned legal men. 


West Shore 4s High Grade 


W. H., New York City—West Shore R. 
R. Ist mortgage 4s, due January, 2361, is 
entitled to a very high investment rating, 
and is a first lien on the valuable West 
Shore R. R. Co. controlled by N. Y. Central. 
This bond is not legal for N. Y. State, but 
is legal for five other states including New 
Jersey and Rhode Island. You will not be 
able to secure a high rate of interest on 
bonds “legal for savings banks” in New 
York. Average rate is between 5.25% to 
5.75%. Other good “legals” in New York 
State are Chicago, Burlington & Quincy 
(Illinois Division) 3%s of 1949, at 73, 
yielding 5.30%, Milwaukee, Lake Shore & 


Western (Michigan Division) 6s of 1924 
at 102, yielding 5.60%, Atlantic Coast Line, 
Savannah and Western 6s, of 1934 at 107, 
yielding 5.35% and Northern Pacific (St. 
Paul Division) 4s, 1996, at 76, yielding 
5.30%. 


Seaboard Ists Attractive 


J. C. S. Tyrone, Penn.—Seaboard Air 
Line First Consolidated 6s selling around 
85 to yield 7.25 are regarded as a good 
business man’s risk. We would not describe 
them as a high grade security or, “absolutely 
safe.” The high yield of 7.25% reflects invest- 
ment opinion on the subject and no bond sell- 
ing to yield over 7% can be regarded either 
as gilt edge or absolutely safe. You would 
find it satisfactory to invest $5,000 in Chi- 
cago, Burlington & Quincy joint 4s, Kansas 
City Southern refunding 5s, Midvale Steel 
5s, Bethlehem Steel 5s, and the short term 
notes of Louisville Gas & Electric, Ameri- 
can Telephone & Telegraph, General Elec- 
tric, Proctor & Gamble, and Armour & Co. 
to yield about 64%. 


Arizona Binghampton Fairly Attractive 


D. D., Tarrytown, N. Y.—This company 
has a promising property in the Copper 
Mountain District of Arizona, near the 
town of Humboldt. Mine was discovered 
in 1882 and reopened 1916. The property 
is well and favorably known. Ores yield 
5%, 2.2% and 1% copper, which is “com- 
mercial” if ore reserves justify extensive 
development. Company is expected to pro- 
duce about 6,000,000 pounds annually under 
present management. Shares are well held, 
sponsorship good, and some accumulation 
has taken place according to reliable re- 
ports. Capital is 340,000 shares, par $5, of 
which 50% is closely held. Stock is scarce 
in New York. While Arizona Binghampton 
is a mining risk it is entitled to about 
the same rating as Ray Hercules, Consoli- 
dated Coppermines, Howe Sound, etc., and 
the probabilities—minewise and marketwise 
—favor substantially higher prices under 
existing conditions. Hold your shares, and 
average now if your position justifies “the 
risk involved. 


A Mixed Commitment 


R. S. N. Y.—Sinclair Oil is strong 
marketwise. As you bought at 60 better 
average holdings if you can afford to. 
Owens Bottle Machine is doing very well, 
and stock not selling too high to justify 
further retention. Minn. & St. Louis Ist 
Rfg. 4s is a good medium-grade attrac- 
tive bond for a business man, which 
you might hold. Interstate Steel, Ameri- 
can Arch and Cole Motor do not offer 
great speculative inducement as compared 
with other active listed stocks. 
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Stocks of Re-Organized Rails 


Part III (Concluded) 
Rock Island, St. Louis & San Francisco, Wabash, Pere Mar- 
quette, Western Pacific, New Orleans, Texas & Mexico 
—Their Attractiveness for the Specvestor 





By MEREDITH 


C. LAFFEY 





N previous articles on the group of 
re-organized railroads, I consid- 
ered them almost entirely from 
the bond standpoint. The in- 

vestment worth of their stocks is a rather 
more difficult matter to determine, for 
while the fixed interest bearing debt is, 
in every instance, so well protected that 
minor fluctuations will not affect its safety, 
they may frequently mean the difference be- 
tween payment and non-payment of divi- 
dends. 

A tabulation of the capitalization of the 
seven principal railroads of the group 
shows that the aggregate bonded debt de- 
clined $296,916,877 through reorgani- 
zation, capital stock increasing in some- 
what lesser degree, or by $259,191,756. It 
does not follow, however, that the position 
of the new stocks is comparable with that 
of the old, for in addition to decreasing 
debts, the readjustment of affairs brought 
about gains in working capital and in prop- 
erty investment, to say nothing of im- 
proved operating efficiency. The sum of 
these three improvements in financial con- 
dition (decreases in debt, increases in work- 
ing capital and property investment) is not 
very much below the total amount of stocks 
outstanding, as shown by the following 
summary : 

Aggregate Capital Stocks... $638,652,095 


Improvement in Financial 
Condition 505,096,709 


The similarity of these figures may be 
taken to show that the stocks of these roads 
are in substantially similar position to the 
junior bonds prior to reorganization, in 
their relation to assets, but with the very 
important differences that solvency has suc- 
ceeded insolvency, working deficits have 
given way to adequate current funds, and 
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discretionary payments have replaced rigidly 
inelastic fixed charges. This general ten- 
dency does not apply with equal force to 
all seven roads under discussion, and we 
must take up the stocks of each separately in 
order to obtain an estimate of their invest- 
ment worth. 


Rock Island 


The most important member of the group, 
and one whose improvement in financial 
condition exceeds its total preferred stocks, 
is the Rock Island, with a stock capitaliza- 
tion of: 

7% Preferred, Cumulative to 5%. . .$29,743,889 


6% Preferred, Cumulative to 5%... 25,000,000 
Common Stock 74,359,722 


eR ne $129,103,611 


For the immediate future, the status of 
the stocks is intimately bound up with the 
rental to be received under government con- 
trol, and as these rentals are subject to ad- 
justments to offset the effect of any un- 
usual conditions, such as receivership, it is 
not easy to estimate what their amounts will 
be. The following figures are, therefore, 
merely an approximation, but the chances 
are that the percentage of error is not very 
great: 

Average Net Operating Income, Ad- 


justed 
Other Income 


$16,000,000 
300,000 


$16,300,000 


Total Income 
9,800,000 


Interest Charges 


$6,500,000 


Net Income 
3,582,072 


Preferred Dividends 
Balance, 4% on Common $2,917,928 

On the basis of this estimate, the prospect 
of continuation of preferred dividends ap- 
pears quite good. Of course, if an extensive 
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program of additions and betterments is 
undertaken by the government, the demands 
upon the company’s funds for such ex- 
penditure might make it necessary to tem- 
porarily decrease the dividend rates below 
the full amounts. Under the terms of the 
contract, thoroughly established and well 
protected dividends are not apt to be sub- 
ject to any such contingency, but even they 
are not absolutely assured. The company’s 
large maturities of equipment notes will be 
a heavy drain upon the cash account for the 
next few years, and there are other small 
maturities. The common stock has very 
slight chances for dividends during the war, 
but as a long pull proposition it has ex- 
cellent possibilities of a material advance, 
and little likelihood of a marked decline 
unless the general market is hard hit by 
military reverses or other causes. I base 
this statement upon the certain substantial 
asset value of the stock, upon a belief in the 
tremendous opportunities for growth in the 
territory served, embracing no less than 
fifteen states, and upon confidence in the 
new management. 
Missouri Pacific 


The second member of the group, in point 
of size, is the Missouri Pacific, formerly the 
keystone of the Gould System, but now hav- 
ing Kuhn, Loeb & Co. as its bankers. Like 
the Rock Island, the former single issue of 
capital stock has had added to it a preferred 
issue, the amounts being: 

5% Cumulative Preferred 

Common Stock 


$71,800,100 
82,839,500 


$154,639,600 

Though the company is fairly well sup- 
plied with working capital, it has not yet 
seen fit to begin-payment on either issue, 
and there is considerable uncertainty as to 
what the income available for dividends 
will be, as this is plainly a case where the 
three-year average income would work an 
injustice. In the following estimate, allow- 
ance has been made for the excess mainte- 
nance of the test period: 


Net Operating Income, Adjusted 


$16,800,000 
Other Income 5 


00,000 


$16,300,000 


Total Income 
10,100,000 


Interest Charges 


Net Income 
Preferred Dividends 


Balance, 3.2% on Common 


The preferred stock ranks quite close to 
the Rock Island issues, it would seem, 
though limited to a smaller return. The 
foregoing observations relative to Rock 
Island’s opportunities are broadly appli- 
cable to the Missouri Pacific as well. It 
gets into nine states, with the greater part 
of its lines in prosperous Kansas and 
Missouri. Because of the complete trans- 
formation in physical condition and ope- 
rating efficiency, its unfortunate past is ab- 
solutely no criterion of its future. 

St. Louis & San Francisco 

The St. Louis-San Francisco Railway 
did not emerge from its difficulties with 
quite so clean-cut a financial structure as 
did most of the other roads. This is due 
to the creation of two rather large income 
bond issues, standing between the fixed in- 
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terest bearing debt and the stock. The in- 
chision of these income bonds is reported to 
be due to the unwillingness of the many 
French investors in the old Frisco securities 
to accept stock in exchange for their hold- 


ings. They insisted upon a security in the 
bond form, so were given the hybrid income 
issues. They entail a heavy contingent 
charge which may not always be earned, 
leaving the possibility of dividends upon 
the new common, at least, very remote. The 
preferred is a very small issue and has much 
better chances of receiving some return. The 
capitalization is: 
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Preferred Stock, 6% Non-Cumula- 

St. ob iGtakch oeatingtns waieenys $7,500,000 
ES OS EEO Cee ee ere 50,447,000 


WUD oc ccotunencencvcececoneews $57,947,000 


The apparent income, under government 
control, is roughly as follows: 


Net Operating Income, Adjusted. . ..$14,400,000 
SY SE Sais cette idecbesceve ,000 

I vccncenaeveun eset a $14,800,000 
eT IR bs a ks Senaeta dees 8,400, 

0 ONES ep yeat ee $6,400,000 
Contingent Interest................. 4,435,676 

ER REE ERE a $1,964,324 
Preferred Dividend................. 450,000 
| Balance, 3% on Common....... $1,514,324 


While the apparent 3 per cent. for the 
common is not far below the amount shown 
for the two preceding roads, the stock cap- 
italization is small, and the ratio of income 
to charges is not likely to be so favorable. 
The Frisco stocks are highly speculative, 
and not particularly attractive in view of the 
very high returns obtainable on the adjust- 
ment 6s, and on the income 6s. 


i Wabash 


The Wabash has been out of receiver’s 
hands for a somewhat longer time than the 
rest, and has been moderately successful. 
Like the Rock Island, the Wabash has three 
classes of stock, as follows: 


Preferred A, 5% Non-Cumulative. . . 
Preferred B, 5% Non-Cumulative. .. 
Rs ac vigewdeevs esses 


$46,200,000 
48,728,134 
43,564,403 


ME deiinees ts cednh aunscasives $138,492,537 


The Preferred A has been receiving 4 
per cent., though payment is now in sus- 
pense. The Preferred B is convertible into 
one-half A stock, and one-half commdn, 
which privilege may be extensively utilized 
with consequent heavier charge to meet the 
A dividend. The Wabash is not very well 
supplied with working capital, is deficient 
in equipment, and has heavy trackage and 
facility rents to meet. For these reasons, I 
think the A stock has been somewhat over- 
rated by those who have been so enthusiastic 
about it, though it is by no means without 
merit at its present quotation. The B 
stock is not likely to be of great value ex- 
cept through conversion, and I seriously 


doubt if the common has enough actual or 
potential earning power or asset value to 
make it worth considering for at least ten 
years to come. The estimated rental fol- 


lows: 

Net Operating Income, Adjusted... ... $6,300,000 

NE SINR: cian xe 6 checceutesaseee 300,000 
RINE. «00d bbeaso wna beal $6,600,000 

DME: chy Cstiadobbennsvease secen 3,100,000 
EE OP eee $3,500,000 

Preferred A Dividends, 5%......... 2,310,000 
Balance, 2.5% on B Stock........ $1,190,000 


Pere Marquette 


The Pere Marquette received one of the 
most thorough financial rehabilitations of 
any road in the group. Its debt was cut by 
more than half, and the present amount 
taken together with the two issues of pre- 
ferred stocks is less than was the old debt 


alone. The new stock capitalization con- 
sists of: 
Prior Preference Stock, 5% Cumu- 
EN boos Se td oan Sek singed aati a $11,200,000 
Preferred Stock, 5% Cumulative 
a . Sererer Terre 12,429,000 
GS TUNERS 6 vine Ks évieteabexeres 45,046,000 
Maui on oer elee thaws aacnteal $68,675,000 


The income under government control 
should be substantially as follows: 
Net Operating Income............... $3,800,000 
1 


Se IRS cc can ck cc doce nucee 20,000 
EE ONO. . dc voxk tesebdsas te $3,920,000 
To cn snide gage edietas ont 1,687,000 
ES OE POT OT 7 $2,233,000 
Prior Preference Dividend.......... 560,000 
DE: ci. - duh bet acodbensenent $1,673,000 
Preferred Dividend................. 621,450 
Balance, 2.2% on Common...... $1,051,550 


The Pere Marquette is somewhat of a 
local Michigan property, operating at a dis- 
advantage in a territory partly covered by 
stronger competitors, yet it has had a re- 
markable growth in traffic for a broken 
down, badly bankrupt property. As reor- 
ganized, it has an able conservative man- 
agement, and so moderate a debt that sub- 
stantial amounts should be available after 
preferred dividend payments for additions 
and betterments. It has also an open first 


mortgage under which bonds can be sold in 
a good market, if additional funds are re- 
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quired. From both the asset and probable 
earning standpoint, the Prior Preference 
Stock is one of the very best of all the re- 
organization issues. The preferred is very 
attractive at the current quotation, and the 
common has large asset value, according to 
an official Michigan State appraisal. In 
fact all three stocks are good propositions. 
Western Pacific 

The contrast between what the Western 
Pacific earned in the year ended June 30th, 
1915, and in the two succeeding years is so 
great that it would be hazardous to try to 
guess the approximate government rental 
and the 1917 earnings are given herewith 
instead : 


Operating Income..............++++ $3,215,936 
Is 5 ns vada eebnases deene 827,969 
I CE ee oe wines $4,043,905 
Pay GIES sve ccicwscctccccccese 1,600,636 
ee a ch ecenaetn $2,443,269 
PR Ss non cccepecsn cues 1,650,000 
Surplus, 1.7% on Common...... $793,269 


If fair allowance is made for the change 
in the company’s status as a result of the 
purchase of new equipment and the con- 
struction of new lines and of additions and 
betterments, the continuation of the full 6 
per cent. now being paid on the preferred 
should be quite well assured. 

The amounts of the two stock issues are: 


Preferred, 6% Non-Cumulative...... $27,500,000 
ee Py ee een ee 47,500,000 
I len ata oP ko attend $75,000,000 


The bonded debt of only $20,000,000 is 
more than 60 per cent. offset by net working 
capital alone, giving the preferred, at least, 
full asset value, and the common has asset 
value up to a sizable fraction of its total, 
and possibly to the entire amount, for the 
900 odd miles of road were expensive to 
construct, with its difficult territory and 
modern standards. 

The company’s plans at the time of re- 
organization were for the utilization of the 
cash obtained from the sale of bonds for 
the purchase of equipment and, for the pur- 
chase or construction of feeders in Cali- 
fornia. If these expenditures bring in a 
reasonable return upon their cost, the pre- 
ferred will improve its already sound in- 
vestment value. The Denver suit is an- 


other matter to be taken into consideration, 
but lack of space prevents going into it 
here. 

Though 1917 was by far the best year 
in the company’s history, the amount 
earned on the common was small, and for 
the present it appears to be speculative, 
though with an excellent chance of improv- 
ing its position through the plans of the 
management to develop the property. Its 
prospects are further aided by the fact that 
the new debt is so light, and the working 
capital so large, that all difficulties in main- 
taining solvency appear to be disposed of 
permanently. 


New Orleans, Texas & Mexico 


The New Orleans, Texas and Mexico is 
the smallest of the reorganized railroads 








CURRENT QUOTATIONS AND YIELDS 


Yield 
Stock. Per 
Chicago, Rock Island & Pacific: Price. Cent. 
2... 3a 74 9.46 
eee 63 9.52 
RR 24 =n 
Missouri Pacific: 
fo eee ae 55 
ee a eee 23 
St. Louis-San Francisco: 
oo eee 28 
NS Ro a 12 
Wabash: 
S% Preferred A......cccsee 38 *10.52 
5% Preferred B..... ok Ghats 23 a 
GE utnnkocctdetacaties 9 
Pere Marquette: 
5% Prior Preference........ 57 8.77 
erie pies 40 a6 3 
RN 0644554 babes eecen 15 
Western Pacific: 
6% Proferred.....cccccccccccs 63 9.52 
CER a cc ecnttinekiccihes 22 hone 


New Orleans, Texas & Mexico: 








considered in this series of articles, and 
also by far the least known to investors 
generally. It operates a line from New 
Orleans to Brownsville, Texas, with a few 
small branches. The property is in good 
shape, maintenance is on a liberal scale, and 
there is plenty of working capital. This is 
one of the two roads which has put out in- 
come bonds, and the only one to have but 
a single class of stock, the amount of which 
is $14,998,500. As in the case of the West- 
ern Pacific, operating income and rentals 
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are so widely at variance with the prereor- 
ganization figures that an estimate of the 
government rental would be crude guess 
work. The 1917 income follows: 


$2,182,291 
305,592 


$2,487,883 
1,234,196 


Operating Income 
Other Income 


Total Income 
Fixed Charges 


Net Income, 3.3% on Stock.... $1,253,687 


Dividends may come in time, as the thinly 
settled territory develops, with accompany- 
ing gains in traffic. At the present time, 
business does not measure up to the capacity 
of even a single track line, and probably 
but little expenditure would be required to 
handle a much larger traffic. For the 
present, the income bonds afford a liberal 
return and might be purchased in connec- 
tion with the stock in order to obtain a re- 
turn sufficient to cover the entire invest- 


ment, while waiting for appreciation in the 
stock. 
Summary 

The reorganized railroads, as a whole, 
offer one of the most attractive combinations 
of investment and profit afforded by 
the entire market, I believe. The com- 
panies are generally in sound financial con- 
dition, with debts very much reduced. 
Physically they have not had time to reach 
the highest standards, but they are on the 
mend, and are already able to operate much 
more efficiently than in the past. With an 
enlightened policy of rate regulation, those 
stocks which are backed by tangible assets 
(a matter gradually being determined by the 
Interstate Commerce Commission’s valua- 
tion work) have excellent prospects of being 
fairly well assured dividend payers, and 
those preferred dividends already begun are 
hardly likely to be suspended, except pos- 
sibly in years of unusual depression. 








U. S. Steel’s Prodigious Earnings 


Astonishing Profits of the Giant Corporation—What Will 
Probably Be Left After Taxes—Growth of Assets 
Behind the Common Stock 


By WILLIAM T. CONNORS 


OR a company to show earnings at 
an annual rate equivalent to near- 
ly one-third the par value of its 
common stock, after charging off 

the tremendous sum of $90,000,000 in a 
single quarter for estimated taxes, is a phe- 
nomenon which could only appear in war 
times. 

That is what the last quarterly report of 
the U. S. Steel Corporation indicates. 
Earnings were at the annual rate of 32% 
on the common stock even after the above 
sensational allowance for taxes. 

The graph herewith makes the situation 
still clearer. For the first half of 1918, 
earnings were at the rate of 30.4% an- 
nually for the common after deduction of 
estimated taxes, or about 78.6% before 
Federal taxes. This almost duplicates the 
wonderful showing of 1917, in spite of fixed 


prices for steel products and a considerable 
increase in wages and other costs. It is 
doubtless unnecessary to add that this six 
months’ showing is far better than the ma- 
jority of investors had expected. 


The Reason 


A principal reason, of course, is that the 
big company is the main reliance of the 
country for furnishing the almost unlimited 
quantities of steel needed in the war. The 
independent steel companies are doing yeo- 
man service to the same end; but since U. S. 
Steel has perhaps 40% of the country’s iron 
and steel making capacity, its contribution 
is naturally in excess of other companies. 
Its present production is estimated at 96% 
of capacity, and probably 90% or more of 
that production is for war purposes. 

There is, however, another important 
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reason for this wonderful showing for the 
common stock—one that is a trifle recon- 
dite and rarely mentioned, but nevertheless 
having a very fundamental and far-reach- 
ing influence. 

In a word, it is that the doubling of com- 
modity prices has shifted a big slice of 
profits from bond and preferred stock hold- 
ers to common stock holders. 

Prices of steel, copper, coal, food, cloth- 
ing, etc., have more than doubled on the 
average since the war began in 1914—but 
the par value of bonds and preferred stocks 
has remained the same, and since interest 
and dividends on these securities are fixed 
at a certain per cent of par, every company’s 
interest and preferred stock charges have 
remained nearly stationary, except as more 
of these securities may have been issued. 

Thus the U. S. Steel Corporation’s profits 
have naturally risen with the rise in all 
prices. If costs and selling prices both 
double, then profits will be doubled also; 
but bond and preferred stock holders get 
only the same amount as before, so the 
share of the profits left over for the com- 
mon stock is necessarily more than doubled. 

For example, to show how important this 
factor is let us take the year 1913, which 
was about a normal before-the-war year. If 
both the gross revenues and operating ex- 
penses of U. S. Steel had been doubled in 
that year, the net revenue would have been 
about $301,000,000 instead of the actual 
figures of $150,555,000. Since interest 
charges and preferred dividends would have 
remained the same, the balance for the com- 
mon would have been about $206,000,000, 
in place of the actual balance of $56,000,- 
000; or at the rate of 41% on the common 
stock instead of the actual rate of 11%. 

It is evident, therefore, that more than 
half of the increase in Steel’s current earn- 
ings for its common stock are the result of 
the general rise in the price level of all com- 
modities, regardless of other conditions af- 
fecting the company’s business. The bond 
and preferred stock holder’s loss is the 
common stock holder’s gain. 


Assets Behind Steel Common 
The graph herewith showing the esti- 
mated asset value of U. S. Steel common 
from the organization of the company to 
1917, needs a little explanation. 
_All such figures have to be estimates, for 


the only way to get actual figures for assets 
would be to appraise the entire property of 
the company and even then it is probable 
that no two appraisers would agree. 

The company’s book figure for the prop- 
erty account in the early years of the com- 
pany cannot be taken seriously. This is 
plainly shown by the fact that the property 
account has been increased only $139,000,- 
000 since 1901, although expenditures for 
new construction during that period have 
been over $671,000,000. (Depreciation and 
repairs are taken care of under another 
heading.) By these figures the company 
itself practically admits that its early fig- 
ures for the property account were excessive. 
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I believe, however, that the 1917 items of 
$1,522,000,000 for property and $525,000,- 
000 for net current assets are not excessive. 
They make the total assets $2,047,000,000, 
which compares with the Federal Trade 
Commission’s figure of $1,920,000,000, in 
which it is probable that net current assets 
were not fully covered. 

In the graph I have taken the present 
property account item as a basis and have 
arrived at property values for preceding 
years by deducting the amounts spent for 
new construction year by year. Curiously 
enough, this method makes the value of 
property in 1901 almost exactly equal to the 
par value of bonds and preferred stock then 
outstanding, leaving the common stock at 
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that time to represent only the net current 
assets. This is about the basis of capitali- 
zation which it has been generally assumed 
was adopted when the corporation was or- 
ganized, and this calculation shows that the 
present property account has been adjusted 
substantially to correspond with that as- 
sumption. 

While some may question the accuracy of 
the estimates of asset value for the earlier 
years shown in the graph, I believe few will 
deny that the estimates for recent years are 
approximately correct. And in the first 
half of 1918 there has been a further in- 
crease in the asset value of $216 a share 
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shown for the common at the end of 1917. 

Asset values do not make market values. 
That goes without saying. The important 
question is how much those assets can be 
made to earn for stockholders. Yet the 
graph brings out very vividly the rapidity 
with which the water has been squeezed out 
of Steel common and actual property sub- 
stituted, paid for out of earnings. 


What Will Be Left After Taxes? 


It looks as though Steel’s earnings after 
charges but before Federal taxes in 
1918 would come pretty well up to the 1917 
level of $457,000,000. It also looks now as 


though about the worst that can happen in 
the way of taxation would be the English 
war tax of 80% on the excess above average 
before-the-war earnings, plus an income tax 
of, let us say, 12%. 

This would work out about $117,000,000 
net for the common stock, or approximately 
23%. A 16% income tax would reduce 
the figure to 22%. Steel common’s current 
dividend rate of 17% annvally would re- 
quire about $283,000,000 earned before 
taxes, or $174,000,000 less than in 1917, 
on the above basis of taxation, figuring the 
income tax at 12%. But of course a sur- 
plus of earnings above dividends would be 
needed. 

The above calculations allow for an ex- 
emption of 6% on new capital invested 
since the war began. 

On the other hand, there is a good deal 
of sentiment in favor of allowing an ex- 
emption of 10% on “invested capital.” The 
Federal Trade Commission places U. S. 
Steel’s invested capital at $1,920,000,000. 
This is something of an underestimate, but 
assuming it for the purpose of argument, the 
10% exemption would be $192,000,000. 
With a 12% income tax, this would work 
out about 37% for the common stock, as- 
suming earnings equal to 1917. 

Presumably the Steel directors are as 
well informed as anybody in regard to tax 
prospects, and it will be noted that their 
reserve so far for 1918 taxes leaves the 
common stock earning at the annual rate 
of over 30%. How reserves for war taxes 
were arrived at, the company has not ex- 
plained. On the English basis, it would be 
necessary to figure the war profits tax at 
about 55% in order to have a 30% rate for 
the common stock left out of 1917 earn- 
ings after a 12% income tax. Or a similar 
result could be arrived at by allowing an ex- 
emption of 8% of the company’s own book 
figure of invested capital (about $2,047,- 
000,000), and then taking an 80% rate 
for the war profits tax and a 12% rate for 
the income tax. 

While this whole matter of taxation is 
still “up in the air,” no scheme of taxes has 
yet been seriously considered which would 
apparently endanger the present dividends 
of 17% on the common stock of the U. S. 
Steel Corporation, if the directors choose 
to maintain them. 











Right and Wrong Methods of 


Investment and Speculation 


XIX—Decide Whether You Will Become an Investor 
or a Trader 





“By RICHARD D. WYCKOFF 





N a recent issue of the American 
Magazine, George M. Reynolds, 
president of the Continental & 
Commercial National Bank, Chi- 

cago, gave the following helpful advice: 

“I believe that decisiveness is the most 
vital element in life. The power of deci- 
sion, when backed by industry and obser- 
vation, is practically certain to bring suc- 
cess, or rather, to bring a man to success. 
For success does not come to us. We have 
to go out and get it. The first step toward 
it is early decision as to the particular suc- 
cess we want.” 

Millions of people are buying, selling 
and holding securities. Very few of these 
people have any idea of their real purpose. 
They do not know whether they are inves- 
tors, speculators, or specvestors, which is a 
word recently coined by THE MAGAZINE OF 
Wat Street to describe those who call 
themselves investors, but who aim also to 
derive a profit from fluctuations. 

It is of the utmost importance, when 
starting on a journey, to know where you 
are going. This is a rule in all physical 
journeys and it should be the rule in all 
ventures into the field of finance. Decide 
in advance just what you intend to do with 
the money you have available for invest- 
ment or trading purposes, then everlastingly 
concentrate on the business in hand. 

Do not, like most people, start out with 
the idea of “making some money” without 
any plan as to how you are going to make 
it. That method will land you on the 
rocks nine times in ten. 


The Vanderbilt Type of Investor 

Get clearly in your mind the character- 
istics of a genuine investor: He has funds 
on hand, he expects them from some source, 
or he has a surplus income which he in- 
tends to invest when received. He is not 
interested in anything but making his 
money work and having it pay the highest 
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return consistent with safety of principal. 
He buys with this end in view and no 
other. 

After he has made his purchase he is not 
concerned with the fluctuations of his secur- 
ities. A decline of 10% does not worry 
him, and a rise of substantial proportions 
does not induce him to sell. He has in- 
vested for income only. 

The Vanderbilts are a type of investors 
that many a man of wealth or of moderate 
circumstances would do well to follow. 
The generation that followed William H. 
Vanderbilt, having inherited many millions, 
did not emulate their speculative fore- 
fathers. They did not plan and execute 
market campaigns nor try to corner any one. 
They sold out their big lines of New York 
Central and other stocks and put their 
money into bonds, which, while yielding 
less excitement, produced a vast amount of 
comfort for the future. 

It is best to ask yourself whether you in- 
tend to be that kind of an investor. Does 
it exactly suit your mental and business 
characteristics? Have you money to invest 
or is money coming to you? Remember, 
you cannot invest on margin. 

If, however, you have the speculative 
itch in greater or lesser degree, do not hide 
behind a flimsy pretense, but acknowledge 
to yourself and your friends that you are 
not investing but speculating, which means 
that you are employing intelligent foresight, 
not gambling on tips, rumors and gossip. 


The Specvestor 


Then there is that third and very popular 
plan which seems to appeal to so many peo- 
ple, who like to buy dividend paying.securi- 
tes which carry themselves and promise 
increased principal, or in other words, 
profits. This also is a thoroughly legiti- 
mate proposition, and requires the use of in- 
telligent foresight. 


But mark the distinction: Trading re- 
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quires not only long experience and sound 
judgment, but minds especially trained to 
the business, and this training cannot be 
obtained in any other way than by trading. 
Furthermore, the people who attempt it gen- 
erally find it so alluring that they cannot 
wait to learn it. Instead, they begin with 
their inexperience, flounder helplessly for a 
time and in many cases lose their money 
before they have acquired even the rudi- 
ments. 

Specvesting in its simplest form is very 
easy to learn. It consists in accumulating 
money, buying good dividend paying stocks 
in a panic, and selling out in a boom. That 
is what I mean by its simplest form. 
Please do not understand me to say that 
anything beyond this is easy, for in Wall 
Street, as in any other locality, success does 
not come to you. As Mr. Reynolds says, 
“We have to go out and get it.” 

In between these three classes of people 
who make up the millions of security hold- 
ers, buyers and sellers, there are various 
grades of people who follow one, two or all 
three of these methods in their more com- 
A per- 


plicated or more simplified forms. 
son may easily be both trader and investor 


at the same time. I have in mind one man 
who is in close touch with the market, 
which is one of the important sources from 
which he derives his income. Every year 
he makes from $10,000 to $20,000 trading 
in stocks. He does not plunge, but deals 
more heavily at some times than others. He 
looks upon money thus made as a means to 
increasing the amount of his investment 
securities which are to be bought for their 
income producing qualities first of all, next 
for their ready convertibility in cash. 


Investment of Trading Profits 


Instead of using this money to enlarge 
his operations, he plans to use only a por- 
tion of it. In this way his fixed income 
will gradually enlarge, and in proportion 
thereto, but in a much smaller proportion, 
his trading commitments can be increased. 
To be exact, out of every $10,000 he makes 
he puts $8,000 into income bearing securi- 
ties and adds the balance to his trading 
capital. 

This man has been through about all the 
experiences that other people have met with 
in the security markets, and the above plan 
is the result of his observation that it is the 
money you take out of Wall Street that 
counts, not the dazzling paper profits that 
appear from time to time. 

I mention this individual because he has 
a clear idea of just what he wants to do; 
what he is best adapted to, and how he can 
secure the best and most lasting results for 
himself and family. 

To again quote Mr. Reynolds: “If by 
the time a man is twenty-one he has not de- 
cided what he wants to do there is some- 
thing wrong with him.” 

THE MAGAZINE OF WALL STREET is 
nearly eleven years old. Many of its sub- 
scribers have been reading it from the very 
beginning. Many have greatly profited by 
the articles which we have been fortunate 
enough to gather for their benefit. Many 
have not. One reason is doubtless because 
they have not found themselves. They do 
not know just what they are or where they 
are going. They should decide at once 
whether they are investors, traders or spec- 
vestors and then “go to it.” 

(Series to be continued.) 








16,800,000 INVESTMENT “PROSPECTS” 


When this war ends, all the families in this country will have, if they have 
not now, become investors, and that habit of thrift will continue; it will be pos- 
sible then to provide money for almost any legitimate enterprise here or abroad 
out of the savings of the people. Formerly we had to depend on a few hundred 
thousand monied men to take up all issues of securities; now there are 17,000,000 
potential investors. Said an investment banker of national prominence: 

“Think these facts over. Before we entered the war there may have been 
200,000 people among the whole hundred million of us who ever owned a bond 
or ever expected to. How many are there today? No one knows, but at least 
17,000,000, for they bought the last loan. So there are about 16,800,000 new 
prospects for the investment dealer.”—Samuel Crowther in System. 
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Amazing Growth of Worthington 
Pump 


Remarkable Increase in Earnings—Huge ee, res 
ime— 


Company Came into Being at a Psychological 


Dividend Prospects for Common 





By JOHN MORROW 





ORTHINGTON Pump & Machin- 
ery came into corporate existence 
during the spring of 1916 as the 
reorganization of the old Interna- 

tional Steam Pump Co. One factor was de- 
cidedly in the favor of the new concern. 
There was no question of a fair market for 
its products, nor was it under the necessity 
of making known the excellence of its out- 
put. Wherever power machinery is used 

there is need for steam pumps. 
International Steam Pump, in spite of an 
established market, had been unable to strike 
a profitable balance between gross business 
and net profits, when those profits came to 
be applied to the capital obligations out- 
standing; so the corporation went into the 
hands of a receiver, and, as a result of the 
reorganization, the Worthington Pump & 
Machinery Co. was formed with the follow- 

ing outstanding capitalization : 
$410,800 Holly Manufacturing Co., first mort- 
gage guaranteed 5% bonds, due 1922 


200,000 Jeansville Iron Works Co., first mort- 
gage 5% bonds, due 1922. 


That is the extent of the bonded debt, and 
the outstanding share capital of Worthing- 
ton is as follows: 


$5,592,833 Class A 7% cumulative preferred; 

10,321,671 Class B 6% preferred; cumulative 
after April 1, 1919; 

12,992,149 Common Stock. 


With the two small issues of bonds of 
subsidiary companies, the total outstanding 
capitalization is $29,517,453. International 
Steam Pump had a total capitalization of 
$41,947,856, including bonds and stocks of 
subsidiary companies. This capital of the 
new company represents a scaling down of 
over $11,000,000 in capital obligations, and 
undoubtedly presents a more conservative 
valuation. 


War Orders 


It might have been expected that Worth- 
ington Pump, coming into existence in the 
midst of a war-order-mad period of busi- 
ness, would have pushed efforts to the furth- 
est to attract contracts, and to qualify as a 
“war bride.” In 1915 the International 
Steam Pump secured a contract for shell 
bodies for Russian ammunition. This order 
was completed by the Worthington Company 
in the spring of 1917, and resulting profits 
were included in the revenue account for 
that year. So far as disclosed that contract 
was the only strictly “war order” business 





TABLE I—WORTHINGTON PUMP & 
MACHINERY 


Stock Prices on 


N. Y. Stock 


Common 


25 
231% 
34 








done for foreign account, and the company, 
according to its statement, came out with a 
profit, although the amount was not officially 
named. It is understood that Worthington 
has taken ammunition orders for the United 
States Government, but that business did not 
come until later. 

When the United States entered the war, 
and the enormous shipping program was 
projected, there was little or no need for 
Worthington to look outside of its long es- 
tablished line for big orders. Ships need 
pumps, and Worthington as the premier 
manufacturer of that essential stood ready 
to furnish them. The eventual result was 
obvious. 

While these developments were taking 
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place, and the company paving the way to 
really respectable earnings, respectable, even 
for these days of abnormal share balances, 
the common stock was more or less un- 
noticed. Table I will show the price range 
during 1917 and 1916 and up to August 3, 
1918. The range in 1917 and 1916 was 
practically the same, and the fluctuations 
were within relatively narrow limits. 
Promptly after the formation of the new 
company dividends were begun on the 7 per 
cent. preferred, and in July, 1917, the 
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initial dividend on the 6 per cent. preferred 
was paid. The common has so far received 
no dividends, but the prospects are consid- 
ered something more than promising. 

The phrase “the psychological moment” 
has been worn almost to a frazzle, but still 
it may be used happily to describe the con- 
ditions surrounding Worthington’s begin- 
ning as a going organization. The accom- 
panying graph succinctly illustrates the 
right about face in the business done, and 
relates the amazing growth. Business 


was generally dull in 1915 and 1914. The 
gathering forces of improvement were no- 
ticeably felt in 1916, and 1917 fulfilled 
radical expectations. In 1916 sales billed 
almost doubled those of 1915, and the ratio 
of profits rose from 6% to 14 per cent. 
Doubled again were sales in 1917, and 
manufacturing profits were trebled as com- 
pared with 1916. The ratio of profit wi- 
dened from 14 per cent. to 21 per cent. 

Just as remarkable were the increases in 
unfilled orders, which stood almost at $42,- 
000,000 at the end of 1917 compared with 
$3,400,000 at the close of 1915. Such trans- 
formations in the earning power of our in- 
dustrials have been by no means uncommon, 
but the shares of the prosperous companies 
have had their market innings, while Worth- 
ington common was neglected. Of course, 
it is true that 1917 was generally a year of 
liquidation, and conditions did not encour- 
age extended rises in the prices of specula- 
tive shares. There may have been, and 
probably was, some quiet buying of Worth- 
ington common by those who were in a 
position to know the facts of the rapidly 
expanding business, but although these facts 
were also partly known, at least, by outsid- 
ers there was no disposition to feature the 
stock. 

This year there has been a far different 
story. By the end of July the common 
shares had almost doubled in market value 
over the low for the year established in 
January. The recognition of growing value 
may have been somewhat belated, but it was 
none the less sincere, and has stood out in 
bold relief to the action of the majority of 
the listed stocks. 

Features of the Earnings 

To secure the background for an appre- 
ciation of the action of Worthington com- 
mon it is pertinent to study the earnings for 
1917 and 1916 in some detail. Worthing- 
ton started business with a clean slate in the 
spring of 1916, and it is necessary to review 
only the earnings since incorporation to 
illustrate the progress made. Table II shows 
the edrnings of 1917 and 1916, those for the 
latter year being for the nine months ended 
December 31. After allowing for the divi- 
dends on both the 7 per cent. and 6 per cent. 
preferred stocks, and deducting, in 1917, 
$286,546, an adjustment against the value 
of foreign investments, Worthington earned 











AMAZING GROWTH OF WORTHINGTON PUMP 


in the two years a total of $32.68 a share on 
the common stock. 

An interesting feature does not show up 
in the income accounts given. The company, 
from the surplus shown, had set up, as of 
December 31, 1917, a reserve of $2,000,000 
for depreciation of investments and inven- 
tories. Since that date additions have prob- 
ably been made to that account. This repre- 
sents sound insurance against future con- 
tingencies and provides a ready means for 
meeting the adjustment of inventories, 
necessarily carried now at unusually high 
prices, when materials and labor costs begin 
to come down. This reserve of $2,000,000 





TABLE II—WORTHINGTON PUMP & 
MACHINERY 
Comparative Income Statements, 1916-1917 
Year ended Dec. 31 *1916 1917 
Billings $10,655,576 $28,407,699 
Cost of sales, ordinary 
Depreciation, etc...... 22,205,414 
Manufacturing profits... 
Other income 
Gross income 
Deductions 


9,176,139 
1,479,437 
130,180 
1,609,617 
27,124 **1,822,206 


$4,432,365 
80 





Net income ...... 


eeeeee $1,582,493 
%o earned on 7% preferred 28.2 


39.1 
26.33 


12.49 
6.35 


%o earned on 6% preferred 
% earned on common..... 


**Includes Federal taxes and adjustment of 


foreign investments. 
*Nine months ended December 31. 





in itself is equal to about $15 a share on the 
common stock. 

Working capital necessarily has expanded 
to meet the growth in the volume of busi- 
ness done, but the figures shown in the 
company’s statements do not indicate that 
Worthington has had to lean upon the banks 
in order to handle the business turnover. As 
of December 31, 1917, net working capital 
was $15,065,500 compared with $10,419,- 
282 the previous year. Cash on hand was in 
excess of $2,000,000 and bank loans nil. As 
of the same date fixed assets, including real 
estate, plants, equipment, and investment in 
foreign subsidiaries were $11,423,288, mak- 
ing total net assets of $26,488,835. After 
allowing for the bonds of the subsidiaries, 
and for the 7 per cent. and 6 per cent. pre- 
ferred stocks, at par, the book value of the 
common may be put at about $75 a share. 

As Worthington common has responded 
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to the vast betterment in business, by an in- 
crease of 100 per cent. in the quoted price 
this year alone, it might be asked whether 
possibilities have not been rather well dis- 
counted. In the rise from 34 to 67 there 
was no evidence of concentrated distribu- 
tion, nor any signs to indicate that the in- 
terests most closely identified with the or- 
ganization were getting out of the stock. On 
the contrary, it has been more than casually 
suggested that insiders were standing pat, 
and even accumulating stock, because they 
are confident that the immediate outlook has 
not been fully discounted in current quota- 
tions. 

Reliable statements indicate that in the 
first half of 1918 net earnings, after deduc- 
tion of preferred dividends, totaled approxi- 
mately $5,200,000. Worthington is under- 
stood to be charging off $300,000 monthly 
for war taxes. On this basis, six months 
tax deductions would be $1,800,000, and 
net after taxes would stand at about $3,- 
400,000. If this figure indicates the half 
year’s surplus for the common stock, the 
company is earning at the rate of $6,800,000 
for the year, which would be equal to over 
$50 a share on the common stock. This 
estimate may not be equalled. There is no 
assurance that it will, and it is admittedly 
rather high. However, even after more 
stringent tax deductions than the company 
is anticipating in the monthly reserves, it is 
expected that the year’s balance will be 
equal to at least $40 a share. In view of 
the impossibility of figuring at the present 
the results of the coming tax program, it is 
impracticable to establish a definite estimate 
of the year’s results, but enough is known 
to point resolutely to a much better showing 
than was made last year. 

Even with the 1918 increase in business, 
Worthington has been able to maintain a 
nicely adjusted financial condition. Where 
net quick assets last December were $15,- 
000,000, they are nearer $18,000,000 now, 
including $3,000,000 cash. None of the 
current liabilities, it is understood, repre- 
sents bank loans. 


Dividend Prospects for Common 


It may be claimed that Worthington’s 
business has been due largely to war condi- 
tions. But a good point in the company’s 
favor is the fact that the quickened demand 
for steam pumps, the backbone of the busi- 
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ness, found it quite ready to take orders on 
an expanding scale with comparatively small 
adjustments. So far, at least, there has been 
freedom from a large sized “bricks and 
mortar” account, which has diverted sub- 
stantial portions of the earnings of several 
industrial concerns, who found themselves 
with large orders and insufficient. facilities. 
Another point to be noted is the repair and 
renewal business that eventually comes from 
the original sale of steam pumps. This, in 
the past, has been no inconsiderable item in 
the year’s revenue, and is likely to continue 
to be a worth while factor in determining 
profits. 

Worthington common above 60 is cer- 
tainly a speculative stock, but none the less 
with recognized merits based upon solid 
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ground. The two preferred stocks are en- 
titled to be placed among the semi-invest- 
ment issues. Their dividends are now being 
earned by a wider margin than many of the 
older established industrials. There are 
strong possibilities that the common will 
enter the dividend paying division in the 
not distant future. 

Certainly earnings would indicate that 
directors would not be radical if they put 
the stock on a dividend basis. In the mean- 
time equities back of the common are 
steadily increasing, and it is likely that the 
present book value may be figured at much 
closer to par than was the case at the end of 
1917. The development in earnings over 
the past six months has been as remarkable 
as the climb during 1917. 








Taking Rather Than Preventing 


Profits 
Growing Belief That This is the Best Way to Handle War Profits 





HERE is a growing body of opin- 
ion in the country that the true 

way to deal with the situation is 

not to rail at the people who have 
made profits, or to embark in hopelessly 
complicated schemes to prevent them from 
showing large gains and at the same time 
keep less fortunately situated concerns in 
the same line of business actively producing 
—but to look at the great earnings of 
industry with smiling satisfaction and 
promptly take them in the form of taxes 
(in so far as they are the result of war con- 
ditions) for the nation’s war needs. The 
Ways and Means Committee of the House 
of Representatives has, it is understood, a 
very definite program for doing this. It 
should of course have been provided for in 
the last revenue bill. 

On July 13 Mr. Kitchin’s committee 
closed the hearings, which had lasted nearly 
a month, in relation to the new $8,000,000,- 
000 revenue bill; and a few days later a 
skeleton draft of the measure was prepared. 
The amount of money aimed at is of course 
vastly greater than was ever before con- 
templated in a revenue raising measure, and 


it is already apparent that very radical tax- 
ing devices will be necessary. It is under- 
stood that in. addition to a, true war excess 
profits tax to be superimposed upon the ex- 
isting unsatisfactory and unjust excess 
profits tax based on invested capital, the 
new bill will have recourse to largely in- 
creased income rates, and an elaborate 
schedule of so-called luxury taxes. One 
item of very great bulk in the making up 
of the eight billion dollars is contingent on 
the progress of a federal prohibition law. 
It is reported that the Ways and Means 
Committee are assuming that there will be 
no such prohibition law this autumn, and 
that they are safe in going ahead to figure 
on the liquor taxes as an important aid in 
their tremendous task. A definite proposal 
is the doubling of the present rates on al- 
coholic beverages which would bring the 
tax on whisky, for instance, from $3.20 a 
gallon to $6.40 and would, if there 
were no decrease in consumption, at one 
stroke raise nine hundred million dollars 
a year against half that sum paid last 
year by the liquor interests—Review of 
Reviews. 











Kelly-Springfield Flourishing 


Earnings Have Gained Steadily in Last Four Years—Bonds 
and Second Preferred Retired — Latest Earnings and 
Position 


By HENRY 


of Stocks 


B. WENDELL 





HILE some of the automobile 
companies appear to be between 
the devil and the deep, deep sea, 
the tire companies, curiously 
enough, are enjoying a period of unusual 
prosperity. Only the other day the B. F. 
Goodrich company reported not only the 
biggest half year, but also the biggest six 
months, from the viewpoint of net, in the 
company’s history. Earnings were approxi- 
mately $2,000,000 ahead of both six 
months periods in 1917 which had made 
a high record. The Lee Tire Co. reports 
a net for the first six months of this year 
aggregating approximately $300,000, as 
compared with a net of $22,580 for the en- 
tire 1917 period. 

That the tire companies are on such 
sure footing while some automobile com- 
panies are wondering “what.next,” is un- 
derstandable enough when one devotes a 
little study to the situation. The Govern- 
ment has cut down the manufacture of 
pleasure cars, which in ordinary times are 
the backbone of the business of most auto- 
mobile manufacturing companies. To be 
sure they are handling big Government 
orders, but it will be remembered that their 
big manufacturing and sales organizations 
have been built up to handle a peace busi- 
ness. The products of the tire companies, 
on the other hand, are for the most part 
as available for war purpose as for peace 
purposes. In other words, war has merely 
changed the channels through which their 
products are disposed. Uncle Sam is their 
present largest customer. He is a good 
spender, a prompt payer and does not kick 
at a reasonable margin of profit on his pur- 
chases. 


Sharing the Prosperity 
It would be strange indeed if the ener- 
getic Kelly-Springfield organization was not 
getting its share of the tire prosperity. The 
graph which accompanies this article shows 
in striking form how the company’s busi- 


ness has grown since the company’s name 
was changed in 1914 from the Consolidated 
Rubber Tire Co., to the present designation. 
Gross profits which totaled $2,203,762 in 
1914, jumped to $2,880,080 in 1915, 
$3,464,459 in 1916 and $4,323,955 in 
1917. The net income for the same years, 
respectively, showed $1,118,380, $1,609,- 
980, $2,020,550 and $2,573,750. The 
1917 income account was subject to income 
and excess profits taxes estimated at $429,- 
570, so that even after war taxation the 
1917 figures are slightly better than those 
for 1916. 

While Kelly-Springfield took its present 
corporate form in 1914 its antecedents date 
much farther back. The original corpora- 
tion was the Consolidated Rubber Tire 
Co., which was formed April 15, 1899, un- 
der the laws of New Jersey. It changed 
its name to Kelly-Springfield on January 2, 
1914. 


Company’s Financial Policy 


The present company has followed a 
conservative financial policy, but its earn- 
ings have been such as to allow it at the 
same time to pay substantial dividends. In 
1914 it had outstanding $3,758,200 6 per 
cent first preferred stock, $902,200 7 per 
cent. second preferred stock and $4,000,- 
000 common stock and $270,000 fifty year 
4 per cent income debenture bonds. . At the 
time of the last annual statement, dated 
December 31 last, the company had out- 
standing $3,509,300 first preferred 6 per 
cent stock, $4,907,200 common stock and 
no second preferred stock or bonds. The 
bonds had been retired through the opera- 
tion of the sinking fund and the second pre- 
ferred stockholders had availed themselves 
of the convertible privilege which allowed 
them to exchange their second preferred for 
common, par for par, at any time within ten 
years from July 1, 1914. 

At the annual meeting on March 12 last 
it was voted to reduce the 6 per cent cumu- 
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lative first preferred stock to the extent of 
$248,900, which represented shares already 
purchased for the sinking fund and can- 
celled. 

The company’s by-laws provide that each 
year before any dividends are declared on 
the common stock there must be set aside a 
sum which shall be equal to 2 per cent of 
the par value of the largest amount of the 
6 per cent preferred stock that shall have 
been at any time issued and outstanding. 

The first preferred stock has paid 6 per 
cent regularly since the company’s incor- 
poration and the common began dividends 
in 1915 on a7 per cent basis. The follow- 
ing year the common paid 15 per cent and 
in 1917 it paid 16 per cent, or $4 per share 
on its par of $25. Notwithstanding that 
Kelly-Springfield has been so liberal with 
its stockholders its earnings have been suf- 
ficient to leave a balance sufficient to sub- 
stantially increase working capital and sur- 
plus. The gains in those two items during 
the last four years were as follows: 

Working Capital 
$2,463,829 
3,399,536 


Surplus 
$1,134,639 
2,126,739 
3,456,740 
5,705,633 

In view of Kelly-Springfield’s large earn- 
ings there have been rumors of a possible 
increase in the dividend rate on the com- 
mon to $5 or even $6 per share. While it 
is of course not out of the question that this 
will be done, it would appear more rea- 
sonable to take the viewpoint that the di- 
rectors will see the need for conserving cash 
at the present time. Like all .manufac- 
turing concerns, this company carries 
large inventories. On December 31 last 
inventories totaled $3,760,162 or 60 per 
cent of the total of working capital. Cash 
on the other hand totaled only $772,448 or 
14 per cent of working capital and it was 
stated that the balance sheet was subject to 
provision for income and excess profits 
taxes estimated at $429,570. In view of 
this and the certainty that this year’s war 
taxes will be greatly increased, it would 
appear that the common stock is returning 
all that the common stockholders should 
reasonably expect in times like the present. 


Four-Year Summary 


Kelly-Springfield’s results for the last 
four years are impressive. The company 


has retired its second preferred stock, re- 
duced the outstanding total of the first pre- 
ferred and retired its bonds. Aggregate net 
profits available for dividends in four years 
totaled $7,322,660, or an annual average of 
$1,830,665. This is equal to 199.7 per 
cent earned on the first preferred stock or 
an average of 49.9 per cent per annum. 
The balance on the common for the four 
years totals 137.3 per cent or an average 
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of 34.3 per cent. per annum. It would 
appear, then, that the common dividend is 
well protected. 


Position of Securities 


With the second preferred stock and 
bonds out of the way the first preferred 
stock and common occupy strong positions. 
The ample margin earned over the 6 per 
cent preferred dividends as indicated in the 
four-year summary of earnings, warrants 
this issue being regarded as a secure indus- 
trial preferred investment. At 85 (the pre- 
ferred is quoted 80-87 at this writing), it 
yields 7 per cent. While the yield is not 
especially alluring in these times, the pre- 
ferred presents prospects for profit in that it 














is being steadily retired by operation of the 
preferred sinking fund. Furthermore, it 
may be retired at any time on three months’ 
notice by vote of the board of directors at 
110, with accrued interest. For one look- 
ing for a fair yield with attractive long pull 
prospects, Kelly-Springfield preferred is a 
purchase. 

The common at 50 yield 8 per cent on its 
present dividend. The company has not 
issued a semi-annual statement, but earn- 
ings for the first half of 1918 have run far 
ahead of last year. It is unofficially re- 


ported that July’s net before taxes was 
$750,000, which is at an annual rate of 
$9,000,000, or more than twice as much as 
was earned last year. 

According to an officer of the company 


Kelly-Springfield is deluged with Govern- 
ment business, on which it is being allowed 
satisfactory “cost plus” profits. There is, 
of course, great disorganization of the 
normal lines of activity, but in this respect 
Kelly-Springfield is in the same boat with 
the other tire manufacturing companies. 
The Government is permitting the tire man- 
ufacturing companies to use only 50 per 
cent of their capacity for non-war business, 
and any day that percentage may be further 
reduced. 

At the same time Kelly-Springfield is 
making big money and its common stock 
at 50 would appear to offer excellent invest- 
ment and profit-making possibilities both 
from the point of view of past, present and 
prospective earnings. 














Readers’ Round Table 





Gentlemen: 

I was amused at your article on why not 
tax land and farm land held idle. 

Let me suggest that this would be a 
crime. I know of many cases where land 
has been purchased to farm, and on ac- 
count of the high price of fertilizer and 
scarcity of farm labor, the crops for years 
have not equalled the actual expense. I 
know for I have had experience. In the ma- 
jority of cases, the land was bought on 
borrowed money, and the owners are now 
paying interest on the money borrowed, 
the land lying idle for the reason above 
stated. Municipal taxes are soaring higher 
and higher and in many cases the owners 
are borrowing money to pay the interest 
on the borrowed money on the land to keep 
the sheriff from selling the land. 

Such is not taxation, it would be confis- 
catory—Yours very truly, I. P. R. 


Any form of taxation is pretty sure to 
work injustice in some individual cases. In 
this case, however, it would seem that if 
“crops for years have not equalled the 
actual expense” of cultivation of the land, 
too high a price must have been paid for 
the land when it was purchased. Either the 
land was not adapted to farming purposes, 
or if so, the valuation placed upon it was 
too high. If too much was paid for the 
land, that was not the fault of the Govern- 
ment nor of other tax-payers. The land 
would nevertheless have to bear its pro- 
portion of taxation, based on its present 
value 

Our war taxation is being based chiefly 
on incomes and profits. But in the case 
of idle land no immediate income or profit 


is being derived, so that the owner is not 
reached by this form of taxation. Yet the 
land is being kept out of use. It is yield- 
ing nothing either for its owner or for the 
public, and that at a time when parks and 
front yards are being called into service to 
increase the food supply. 


It is useless to deny that there is some- 
thing wrong about this situation. If the 
owner paid too much for his land, that is 
his mistake and he cannot expect the rest 
of us to bear the burden of it. Without 
necessarily indorsing the idea of the Single 
Taxers, that the land shouid bear all taxes, 
it seems to us a reasonable proposition that 
in time of war, when every means of raising 
taxes must be resorted to and when food 
is an essential means toward winning the 
war, the owner of land which is being held 
idle ought not’to object to a tax, let us say, 
equal to the income tax on the profit that 
might have been derived from the land if it 
had been put to use. 

The framers of the income tax had very 
little sympathy with losers. For example, 
if an investor shifts his holdings two or 
three times during the year, resulting in 
a loss of, let us say, $5,000 on some hold- 
ings and a profit of $5,000 on others, he is 
taxed on $5,000 profit while his $5,000 loss 
is forgotten. In plain words, he is taxed 
on $5,000 net income which he did not get. 

As compared with this, placing a tax on 
land which could be put to some sort of 
profitable use but is not, seems mild indeed. 

However, our suggestion in regard to 
land taxation was made in a tentative form, 
as the subject is, of course, somewhat out- 
side the field of this publication.—Eprror. 
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ATLANTIC COAST—Earnings Report 
—For six months ended June 30, 1918, net 
operating income was $4,300,803, as com- 
pared with $6,903,346 in 1917. Deficit of 
$756,824 after taxes in June arose from 
order of Director General to add to June 
expenses entire amount of $1,987,593 for 
first five months of year under award of 
Railroad Wage Commission. 

BALTIMORE & OHIO—Notes Ex- 
tended—Continuing ‘“hand-to-mouth” 
financing, company’s bankers arranged ex- 
tension for sixty days of $8,000,000 notes 
on little better than 6% discount. Notes 
secured by Reading common and preferred 
stock and were placed last January. With 
railroad contracts signed, some refunding 
may be expected since $8,000,000 notes ex- 
tended and $10,500,000 sold around July 1 


last, mature on same date October 1. As 
Fourth Liberty Loan campaign will have 
been begun by that time decision by B. & 
O. will likely be made some time in Septem- 
ber. 

BOSTON & MAINE—New Hope for 


Reorganization—Efforts to _ rehabilitate 
situation are meeting with enough en- 
couragement to warrant hope that through 
Government assistance, whole system can 
be put on its feet. If sufficient cash is ad- 
vanced by Federal authorities to pay off 
$20,000,000 floating indebtedness and pro- 
vide $10,000,000 for improvement, com- 
pany’s stockholders freed from necessity 
of paying assessment, must make compensa- 
tory sacrifice. This might come about 
through forfeiture of dividend for given 
period. In like manner leased lines should 
assist in some form to insure financial help 
which Washington seems disposed to offer. 
In addition to dollar for dollar for bonds 
and other indebtedness, Boston & Maine 
represents actual property expenditure of 
well over $100 per share for common. Road 
needs mortgage bond. Present bond issues 
are debentures and consolidated mortgage 
to embrace all outstanding issues and pro- 
vide means for securing $10,000,000 which 
Government has already agreed to advance 
for improvements would greatly assist situ- 


ation. 
BUFFALO, ROCHESTER & PITTS- 


BURGH—Semi-annual Dividend Reduced 


—To $2 on common. Regular semi-annual 
dividend of $3 on preferred, both payable 
August 15 to holders of record August 12. 
Stock had been on $6 share per annum basis 
for some time. Advances made by Govern- 
ment in July totaled $200,900. 


CANADIAN NORTHERN—Deficit of 
$10,000,000 Indicated—For fiscal year, which 
ended June 30, by monthly figures, com- 
pleted with statement for June. Net 
earnings for 12 months fell to $3,926,500, 
against $10,404,400 in 1916-1917, decrease 
of 62.3%, although gross earnings were 
largest in history of system, namely $42,- 
450,600, increase of $1,205,900. Out of every 
$100 received in gross revenue, company 
was putting out about $90.70 to pay bare 
operating and maintenance costs of service 
against $74.80 in 1916-17. Shrinkage in 
margin of profit was due to war conditions. 


CANADIAN PACIFIC—Net Decreases 
—Earnings for the first six months of 1918 
were $14,706,983, as compared with $20,- 
997,449 in 1917. 


CHICAGO & ALTON — Report — For 
1917, discloses operating revenue of $20,- 
525,689, increase of $2,744,410 over year 
before. Operating expenses amounted to 
$15,219,957. After taxes of $693,709 and 
uncollectable revenues of $3,508, operating 
income was $4,694,493, increase of $16,766 
over preceding year. Rentals, interest, etc., 
totalled $205,772, bringing gross income to 
$4,900,266, decrease of $60,810. Other de- 
ductions were $4,947,358, leaving deficit for 
year of $47,092. 


CHICAGO, ST. P., M. & O.—Earnings— 
First six months gross was $10,652,859, com- 
pared with $9,869,446 in 1917. Net oper- 
ating revenue was $517,469, compared with 
$2,011,212 in 1917. 


ERIE—Annual Statement—Between De- 
cember 1, 1895, and December 31, 1917, com- 
pany expended from current cash for con 
struction and equipment purposes total of 
$54,663,311, for which it has not been re 
imbursed from sale of securities. Gross 
operating revenues in 1917 were ap- 
proximately $80,000,000, increase of more 
than $5,000,000 over those of 1916, operat- 
ing expenses, taxes, etc., increased in ex- 
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cess of $14,000,000, making decrease of over 

,000,000 in operating income compared 
with 1916. Advance in cost of labor and 
supplies continued during 1917, while rates 
remained stationary. During year 105 new 
industries and factories were located on line 
and sixty-six industries built additions to 
their plants, from which it is estimated 
company will secure an annual revenue of 
$1,640,000. During year $39,381,943, equiva- 
lent to 58.36% on operating expenses, was 
paid direct to labor. Average number of 
employes was 44,796, compared with 38,- 
332 in 1916. 


GRAND TRUNK—Company’s Figures 
Not Suitable to Government—Directors in 
London told Dominion Ministers that they 
are willing to sell control of their system 
to government at their own figure but gov- 
ernment is not prepared to take it over on 
that basis. Government has contended that 
$7,500,000 interest on Grand Trunk Pacific 
investment should be paid annually by old 
Grand Trunk, though government has been 
paying this in past. Over next payment to 
be made in New York will come test in 
reference to future ownership of system. 


KANSAS CITY & PACIFIC—Notice to 
Bondholders—Interest matured February 
1, 1918, on first mortgage guaranteed 4% 
gold bonds, due 1990, will be paid on pre- 
sentation of coupons on and after July 31, 
1918, but payment of interest due August 
1, 1918, will be deferred. Committee on Se- 
curities rules that said bonds be quoted on 
July 31, 1918, ex the February 1, 1918, 
coupon. Until further notice said bonds 
will continue to be dealt in flat, and must 
carry August 1, 1918, and subsequent 
coupons, to be delivery. 


MISSOURI, KANSAS & TEXAS—Re- 
port—Company, which has been in receiver- 
ship since September 26, 1915, earned net 
income of $1,379,573 in 1917 after allow- 
ance for all charges, equal to 10.6% on out- 
standing pfd. and makes possible nearby 
termination of receivership. Favorable 
showing was result of ploughing money in- 
to property under direction of receiver. 
Last year alone, $2,164,826 was put into new 
equipment and improvements of existing 
equipment and $3,239,676 was spent for 
permanent additions and betterments to 
property exclusive of equipment. Operat- 
ing revenues were $43,344,150, increase of 
$6,610,468, or 15%. Net revenues were $10,- 
198,040, gain of $2,904,058, or 28%. There 
was advance of 22% in taxes, but net after 
taxes amounted to $8,214,925, expansion of 
$2,467,603, or 30%. Rentals and interest 
charges were largest on record, but surplus 
was $1, 379,573, compared with deficit of $1, - 
134,034 in 1916 and deficit of $1,873,417 in 
year ended June 30, 1916. 


NEW YORK CENTRAL—Earnings— 


Six months’ gross was $122,729,355, com- 


pared with $112,480,113 in 1917. Net op- 
erating income was ,628, compared 
with $21,045,658 in 1917. Operating deficit 
of $5,723, 275 in June was due to taking up 
in accounts for that month, the entire in- 
crease in wages accrued since January 1, 
1918, under Director General McAdoo’s re- 
troactive order increasing railroad wages. 


NEW HAVEN—Wage Advance—Pay- 
ment of back-wages to employes in con- 
formity with order of Director General 
McAdoo is practically completed. It is esti- 
mated this new wage scale will cost New 
Haven close to $10,000,000 per annum. 
Based on 1917 payroll of $40,000,000, it is 
25% increase and will bring total wages up 
to $50,000,000 per annum. Under recent 
freight and passenger rate increases, New 
Haven is expected to receive additional 
gross revenues of $16,000,000 a year. Much 
needed increase in revenues must now be 
divided with labor, which gets 63%. 


PENNSYLVANIA—Rebate Conspiracy 
Alleged—Two indictments, charging Penn- 
sylvania, Armour, Swift and Jersey City 
Stock Yards jointly with conspiring to 
violate Federal statutes prohibiting giving 
or accepting rebates, were returned by Fed- 
eral grand jury Aug. 5, 1918, according to 
the reports in the public prints. Offenses 
complained of, and which concern routing of 
trafic, according to indictments, continued 
from Nov. 6, 1912, to Dec. 27, 1917 


READING—Bonds—Reading and Phila- 
delphia & Reading Coal & Iron general 
mortgage 4s of 1977, have been active and 
strong lately. There were $135,000,000 of 
these bonds authorized in January, 1897, of 
which $94,223,000 are outstanding; $8,361,000 
have been cancelled by sinking fund; $28,- 
474,000 are reserved to retire prior liens, 
and $3,942,000 are in treasury. Bonds are 
secured by pledges of Reading Company. 
All real estate acquired from old Philadel- 
phia & Reading; all its rolling stock and 
equipment, rail and marine, and all property 
acquired with proceeds of this issue or ap- 
purtenant to mortgaged premises, together 
with $112,226,711 of securities. 


SOUTHERN PACIFIC—Large In- 
creased Earnings—T otal operating revenues 
for 1917 were $193,971,489, compared with 
$163,427,423 in 1916. Surplus for year was 
$48,151,320, equivalent to $17.65 share, com- 
pared with $34,465,328 in 1916, or $12.63 
Combined balance sheet of company and 
proprietory ones, excluding all offsetting 
accounts, shows: Capital stock, $272,823,- 
406; capital stock proprietory companies, 
$349,082,400; road and equipment, $982,028,- 
004, and total assets and liabilities of $1,- 
685,075,159. Total profit and loss surplus 


was $250,935,824, compared with $210,276,- 
762 Dec. 31, 1916. 
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ADVANCE RUMELY—Preferred Divi- 
dend Possibilities—When report was made 
public in April, 1918, positions of cash, 
$2,594,187, and net working capital of $14,- 
290,400, received but scant notice. Since 
that time, quiet accumulations of the pre- 
ferred have been made on theory that with 
liquidating value around $75 share, shares 
were cheap at former price. Accumulations 
sent stock up to 45% recently. Company 
earned on its senior issue for 1917 $550,557, 
at rate of 4.4%. Beginning Jan. 1, 1918, 
preferred becomes cumulative. Thee are 
but $3,263,000 on 6% sinking fund deben- 
tures ahead of preferred, and these are being 
retired out of earnings at rate of $100,000 
a year. In addition to regular line of agri- 
cultural machinery, company is now en- 
gaged in manufacture of boilers for United 
States Shipping Board and has contracts on 
hand for them sufficient to keep its plant at 
Battle Creek busy for remainder of 1918. 


ALLIS-CHALMERS — Report — For 
quarter ended June 30, 1918, shows sales 
billed $9,238,079, as compared with $6,441,- 
574 in same quarter of 1917. Net profits 
totaled $1,883,755, as compared with $1,- 
002,455. Unfilled orders on hand, June 30, 
1918, amounted to $28,962,096, against $16,- 
564,842 year ago. 


AMERICAN CAN—Earning $28 Rate— 
Total debt is about $25,000,000. Orders for 
shells and war materials total about $40,- 
000,000, practically same as was finished last 
year. American Can has been setting up 
about $500,000 per month for income and 
excess profits taxes. It will probably have 
to be increased when final terms of new law 
have been decided on. On basis of present 
set-up for war taxes, American Can is earn- 
ing at annual rate of $28 per share on com- 
mon, compared with 21.8% in 1917, and 
12.3% in 1916. Even 50% increase in war 
tax would leave 20% for common this year. 


BALDWIN LOCOMOTIVE — War 
Order—Received order for 510 additiorial 
locomotives for General Pershing’s army. 


BETHLEHEM STEEL—Oil Tanker 
Launched—O. T. Waring, 8,400-ton oil 
tanker, was launched at Harlan & Hollings- 
worth yards of corporation on July 27, 1918. 
Vessel, which was originally contracted for 
by Standard Oil, has been requisitioned by 
Government. It is 427 feet long, 53 feet in 
width, 31 feet in depth, and is equipped to 
burn oil as fuel. 


BOOTH FISHERIES—New Sardine 
Plant—Placed in operation at St. Johns, 
N. B., with daily capacity of 2,000 cases, 


COLORADO FUEL—Quarterly Report 
—For three months ended June 30, gross 
receipts were $12,812,003, decrease of $833,- 
007 over corresponding period, 1917. Sur- 


plus after charges were $1,700,170, decrease 
of $378,014. 


_ CORN PRODUCTS—Report—Net Earn- 
ings from operations, after deducting 
charges for maintenance and repairs, and 
estimated amount of excess profits tax, etc., 
for six months ended June 30, was $7,129,- 
000, compared with $9,344,076 in same 
period 1917, before faxes. Surplus was 
$10.29 share, compared with $12.24. Al- 
though company made allowance of ap- 
proximately 80% for Federal war taxes, 
surplus income of $5,125,757, after every- 
t' ing showed decrease of less than $1,000,- 
000, compared with corresponding period 
1917. Charged off for depreciation nearly 
double that in first half of 1917. Had de- 
preciation charges been same, Corn Prod- 
ucts would have shown decrease in surplus 
income available for common dividends of 
only $500,000, notwithstanding that war tax 
allowance was approximately double that 
of corresponding period last year. 


INTERNATIONAL AGRICULTURE— 
No Dividend Action—Was taken on back 
ones at monthly meeting on July 26, 1918. 
Dividends will come up for consideration at 
next meeting in September, and action may 
be taken then with regard to payment of 
arrears which amount to 37%%. 


INTERNATIONAL HARVESTER, 
NEW JERSEY—Dissolution Decree Ac- 
cepted—Under pressure of war conditions, 
company has agreed to dismiss its appeal in 
Government suit. For business reasons, assets 
were equally divided in January, 1913, be- 
tween old company and International Har- 
vester Corp., latter taking over foreign 
plants and business and new lines, such as 
tractors, gas engines, wagons, cream sepa- 
rators, etc. Greater part of assets of new 
corporation was invested in foreign busi- 
ness, very largely in Russia. War has 
played havoc with those assets and busi- 
ness. No dividend whatever has been 
paid on common stock during war. 
Uncertainties arising out of Government 
litigation while pending would neces- 
sarily prevent old company from making 
permanent plans for development of busi- 
ness, and in event of adverse decision, it 
would be deprived of large part of present 
business without having established other 
fields for its activities. New decree will 
restrict sale agencies after Dec. 31, 1919, 
and increase number of competitors by re 
quiring sale of three of its five lines of 
harvesting machines. 


INTERNATIONAL NICKEL — Earned 
$1.02 on Common—After pfd. dividends of 
$1,712,675 for quarter ended June 30, 1918, 
against $1.75 for same quarter of 1917. Bal- 
ance sheet shows: Property, $48,457,891; in- 
vestments, $2,468,452; inventories, $7,384,- 














INDUSTRIAL DIGEST 





507; accounts receivable, $2,991,636; certifi- 
cates of deposit, $2,030,000; cash, $3,999,- 
755; accounts payable and tax reserve, $6,- 
573,451; total assets and liabilities, $67,347,- 


438. Profit and loss surplus was $9,636,438, 
compared with $8,798,886 June 30, 1918. 


INTERNATIONAL PAPER—Labor 
Board Decision—Paper mill workers are 
not entitled to 10% bonus allowed by com- 
pany before War Labor Board’s wage 
award became effective. Controversy over 
payment of bonus resulted in walkout of 
several factories, curtailing production of 
news print by 75 per cent. Appeal to War 
Labor Board to interpret award, which 
held that bonus was voluntary contribution 
on part of employers and workmen are not 
entitled to bonus in addition to wage award 
by Board, unless employers desire to do it 
as voluntary act, as was done prior to this 
dispute. Employers, it was held, are morally 
bound to pay bonus for May and June, be- 
cause notice originally granting it said that 
bonus would continue until men were in- 
formed of discontinuance. It was also held 
that shortening of workday from nine to 
eight hours was not to permit any reduction 
in wages. 


MAXWELL MOTOR—Cuts Production 
—Maxwell, which with Chalmers has gone 
jointly into war work on large scale, has 
had to cut production of passenger cars 
sharply. For six months ended June 30 
output was 22,000 cars against 43,500 year 
ago. Truck production decreased from 
12,000 to 4,000. When conditions return to 
normal Maxwell expects to make up ground 
which it has lost on its small truck. This 
year Maxwell readjusted to war basis and 
prepared for manufacturing along radically 
new lines. This has involved reduction of 
profits. Maxwell has charged off very 
heavily against plant and machinery ac- 
count. To handle its large business, it had 
to borrow largely from banks and has re- 
ceived liberal advances from the Govern- 
ment. Bank loans alone would preclude 
resumption of dividends on second pfd. and 
common, and it is understood that agree- 
ment with-Washington distinctly provides 
that no increase in disbursements be made 
while advances are of current proportions. 


REPUBLIC IRON — Report—Net earn- 
ings for quarter ended June 30 were $3,675,- 
444, compared with $3,527,730 for first 
quarter. Net earnings for second quarter 
are after deductions for maintenance and 
repairs amounting to $1,188,168 and provi- 
sions for excess profits taxes. 


SAVAGE ARMS—Earnings Written Off 
Against Intangibles— Report for quarter 
ended June 30, 1918, shows that manage- 
ment is continuing ‘policy of writing off 
against earnings all intangible assets. Re- 


serves for taxes and special depreciation 
were $2,621,801, or 85%, of $3,087,416 gross 
earnings; while six months’ report shows 
$4,511, 558 reserves, or over 83%, of $5,412,- 
011 gross earnings. War taxes are large, 
but cannot absorb all reserves, and balance 
is obviously for. “special depreciation,” an- 
other name for writing down good will, 
etc., regular depreciation having been 
previously charged. On Dec. 31, 1916, Sav- 
age Arms’ balance sheet showed patents 
carried at $1,370,338, and excess over par of 
purchase price of old Savage company 
stock at $5,769,086, total of $7,139,424. At 
end of 1917 these two items were combined 
and carried at $2,910,343, decrease of $4,229,- 
081. Net gain was $3,300,000 in 1917, while 
surplus for year was only $1,035,971. Both 
plants have orders running well into 1919. 


UNITED STATES STEEL—Turns Out 
First Electrode—From its recently com- 
pleted plant at Pittsburgh for manufacture 
of electrodes for electric furnaces. It has 
shown up satisfactorily in every way. Since 
beginning of war electrodes have been dif- 
ficult to obtain in this country and new 
plant will give much needed relief. 


VIRGINIA-CAROLINA — Business in 
Excess of $122,000,000—For fiscal year. 
Net earnings will provide 24% on common 
and 8% on pfd. Demand for war supplies 
is one factor in increase. Company is now 
getting potash from Utah and other West- 
ern States, and is limiting its use to crops 
that absolutely require it. Problem of pro- 
viding sufficient fertilizer with which to 
produce crops in America is serious one, 
and has taxed ingenuity and productive 
powers of best experts. Company has met 
situation and been able to provide products 
whereby farmers have greatly increased 
output. 


WESTINGHOUSE —Sales Show 50% 
Increase—For three months ended June 30, 
sales approximated $33,000,000, an increase 
of about 50% over sales for corresponding 
period of 1917. If same percentage should 
hold good for remaining three quarters 
company would wind up year with gross 
sales of more than $140,000,000, compared 
with $95,735,000 for last fiscal year. New 
orders came in approximately equal to sales 
billed. Unfilled orders as of June 30, shows 
but little variation from $147,857,000 of 
business on hand March 31. This $147,857,- 
000 on March 31 was divided $110,185,000 
for regular products and $37,672,000 for 
munitions. It is understood that June 30 
orders were segregated in about same 
proportions. 


WORTHINGTON PUMP — Extensions 
At Hazleton, Pa., consist of one- story rein- 
forced concrete and brick extension, 100 x 
200 ft., to cost, complete, $250,000, and elec- 
tric power plant estimated to cost $50,000. 
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Brooklyn Union Gas and the Hughes 


Decision 


Possibility of Higher Rates—Company Last Year Earned 
Comfortable Margin Above Fixed Charges— 
Status of Securities 





By PRESTON S. KRECKER 





HEN former Justice Hughes re- 
cently found, as referee, that the 
80-cent gas law of New York is 

' confiscatory as far as it applies to 
the Brooklyn Borough Gas Co., he created 
a sensation among investors in gas securi- 
ties which has not yet died down. On first 
blush it would appear that the whole gas 
rate question in New York has been re- 
opened and that all of the companies which 
operate under the statute in question have 
been afforded more than an even chance of 
raising the price of their commodity to a 
figure more consistent with the great rise 
in costs of production. 

The basis for this construction of Mr. 
Hughes’ report appears to be his comments 
on the jurisdiction of the Public Service 
Commission in the case. Mr. Hughes is 
understood to hold that, as the Public 
Service Commission has no power under the 
law to raise rates and as the 80-cent gas 
law is confiscatory, the Brooklyn Borough 
Gas Co. is privileged to fix its own rate. 
Action already has been brought in the 
courts to determine the exact status of the 
Public Service Commission in this case and 
until that conundrum is solved, it would be 
premature to jump at any conclusions. 

The facts are that the gas companies 
operating within the 80-cent gas zone have 
not had sufficient time to study Mr. Hughes’ 
report for the purpose of ascertaining just 
what bearing it has on their own status 
under the law. Officials of the Brooklyn 
Union Gas Co., which is the big sister of 
the Brooklyn Borough Gas Co., and is 
second only to the Consolidated Gas Co. 
in Greater New York, while not pretend- 
ing to have ascertained their rights under 


the referee’s finding, do not hesitate to say 
that they doubt that it has any bearing on 
the case of their company. They believe 
that it affects only the Brooklyn Borough 
Gas Co. and do not intimate that they 
have any intention of setting up a claim 
that the 80-cent gas law is confiscatory in 
the case of their own company. But the 
very fact that it may prove possible for 
the Brooklyn Union Gas Co. to raise its 
rates as a result of this decision directs at- 
tention to the financial position of the com- 
pany. 

The Brooklyn Borough Gas Co. controls 
the manufacture and distribution of gas 
over a large area of Brooklyn and Queens 
Boroughs and, in contrast with the Brook- 








TABLE I. 
Gross Operating 
Income Costs 

1909 .... $8,383,34 $6,149,887 
SEP -cobi 
ee 
BUGS | coi e 
Sek sacs 
ae 
1915 .... 10,719,758 
1916 .... 11,353,594 
1917 .... 12,243,762 


Net 
Income 
$1,513,195 
1,778,321 
1,790,102 
1,654,730 


1,531,432 








lyn Borough Gas Co., it serves a thickly 
populated region excepting certain outlying 
sections in Queens Borough. Its rate for 
gas under the law is limited to 80 cents 
excepting for some of these sparsely settled 
districts, where it is privileged to charge 95 
cents a 1,000 cubic feet. It has authorized 
capital stock amounting to $20,000,000 of 
which $18,000,000 is outstanding. Its chief 
bonded debt consists of $14,698,000 first 
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consolidated mortgage 50-year gold 5 per 
cent. bonds, due May 1, 1945. These are 
secured by a direct lien on all the property 
of the company and subject only to 
$302,000 prior lien bonds. 

The recent history of the company 
readily falls into two periods, one covering 
the enactment of the 80-cent gas law, which 
compelled the company to sharply reduce its 
rates and threw it temporarily off its busi- 
ness balance, and the other covering the 
war period. It had entirely recovered from 
the blow administered by the State when it 
fixed the gas rate at 80 cents a thousand 
cubic feet about ten years ago when the 
war broke out and, by stimulating inflation 
of all values of commodities, raised new 
financial clouds. 

Analysis of the statistical position of 
the Brooklyn Union Gas Co. furnishes 
food for thought for it shows that although 
the volume of business done by the com- 
pany has expanded continuously, keeping 
pace with the normal growth of popula- 
tion in the area served, there has been no 
corresponding gain in the net profits of the 
company. On the contrary these have re- 
mained almost stationary as will be seen by 
a study of the appended figures of Table 
I. Like all other public utility companies 
the company has been forced to contend 
with fixed price of its product against ris- 
ing costs of materials. 

A glance at the foregoing statistics re- 
veals where the trouble lies. It is due to 
the steadily rising ratio of operating ex- 
penses which has prevented the company 
from saving out of increased gross income 
a commensurate share for net corporate in- 
come. Thus, gross business done in 1909 
amounted only to $8,383,347, while for the 
year 1917 it. totaled $12,243,762, the in- 
crease in nine years reaching approximately 
47.0 per cent. In contrast with this gratify- 
ing expansion, net corporate income in the 
same period has virtually stood still, 
amounting to $1,531,432 last year compared 
with $1,513,195 in 1909. 

This is strikingly shown also in Table 
II, which gives the percentage of net profits 
earned on the stock for the period in ques- 
tion. Whereas the company earned 9.25 
per cent. on its shares in 1909, it earned 
but 8.51 in 1917, the decrease being in 
part due to a small increase in outstanding 
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capital stock. But, while the line of net 
profits has failed to rise, the operating 
ratio has mounted steadily in the period 
under discussion. Thus, in 1909, costs of 
operations accounted for $5,669,457 of the 
gross income of the company and taxes, 
etc., swelled this item to $6,149,887 or 73.4 
per cent. of the gross receipts. In contrast 
with this result, last year the company ex- 
pended $10,103,300 out of its gross income 
of $12,243,762 in running its plants, 
figures equivalent to 82.5 per cent. of gross 
receipts, reducing the margin of profits from 
26.6 per cent. in 1909 to 17.5 per cent. in 
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1917. The decline in the margin of profits 
above operating expenses has been continu- 
ous in recent years, this tendency becoming 
pronounced in 1911, when the operating 
ratio jumped nearly 2 points. The follow- 
ing year there was a further rise in the 
percentage of costs of 2.5 points, when fol- 
lowed the extraordinary increase of 7.5 
points to 84.3, the highest ratio thus far 
touched in the company’s history. The fol- 
lowing two years showed an almost equally 
sharp decline but the line of operating costs 
now is again on the ascendant. 

Prospects for any improvement in the 
ratio between receipts and expenditures are 
poor owing to the steadily mounting costs 
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of labor and raw materials for which no 
adequate compensation can be obtained by 
raising the price of the company’s products. 
The increased cost of water gas oil was 
particularly emphasized by Mr. Hughes in 
his report on the case of the Brooklyn 
Borough Gas Co. when he declared “the 
prospect of relief in 1918 is no better but 
would seem to be worse in view of the in- 
creased cost of oil.” It is estimated that the 
Brooklyn Union Gas Co. will require about 
73,000,000 gallons of oil this year at a cost 
of approximately $4,745,000 or $1,095,000. 
Compared with 1916, the cost of oil to the 
company this year will be about $2,235,000 
greater. 





TABLE II. 

Earned Dividends 
Paid 
6% 
6 





While the Brooklyn Union Gas Co. has 
had to contend with a continuously rising 
ratio of operating expenses for a number 
of years, it has succeeded in maintaining 
a sufficient margin of profit above costs to 
protect its financial position. Thus, it has 
not failed to earn interest charges several 
times over during a single year of the period 
under review, the average being 2.8 times, 
which is a very satisfactory result. The 
company has succeeded in doing this not- 
withstanding the extraordinary expense it 
has been incurring by its policy of dis- 
tributing extra dividends of 2 per cent, a 
year in addition to the regular rate of 6 
per cent. 

These extra dividends were an echo of 
the 80-cent gas law, the effects of which 
were reflected in the income of the Brooklyn 
Union Gas Co. immediately because, con- 
trary to other gas companies affected, which 
impounded the difference between their old 
rates and the new one fixed by law, it ac- 
cepted the word of the law without appeal. 
The company was compelled to pass its 
dividends the following year and for a num- 
ber of years thereafter could only py a re- 





duced rate. Then, as its directors had 
succeeded in readjusting the business to 
the new rates, they decided to compensate 
stockholders for their losses by declaring 
extra dividends at the rate,of 2 per cent. a 
year. This policy was inaugurated in 1912 
and continued through the first six months 
of 1917. Only 1 per cent. extra was paid 
last year, the directors omitting the extra 
distribution at their November meeting as 
explained by them, on account of the in- 
creased cost of all raw materials, but it is 
worth while noting that up to that time 
stockholders already had been reimbursed 
for virtually all that they had lost in divi- 
dend reductions due to the passage of the 
80-cent gas law. 


The early dividend record of the com- 
pany is excellent. Incorporated in 1895, 
it inaugurated dividends at the rate of 6 
per cent. the following year and maintained 
that rate until 1901 when it paid 8 per 
cent. In 1904 it distributed 9% per cent. 
and the following year it paid 8% per cent. 
Then came the 80-cent gas legislation which 
resulted in a reduction of the dividend in 
1906 to 3 per cent and complete omission 
the year after. In 1908 the company dis- 
tributed 5% per cent. and it restored the 
6 per cent. rate in 1909, having maintained 
it ever since, and as already shown, also 
distributing extra dividends to compensate 
shareholders for the lean years. The usual 
semi-annual dividend of 3 per cent. was 
declared for the first six months of this 
year. 

The stock is listed on the New York 
Stock Exchange, where it ranks as an in- 
active issue. It is rather closely held and 
may be classed as an investment security. 
Its range of price has been from 85 high 
to 7974 low this year, and just now it is 
quoted around the low figure. While the 
company has had to contend with rising 
costs of raw materials, it had a comfortable 
margin over dividend requirements last 
year. Sentiment appears to be swinging 
around in favor of higher rates for utility 
companies. It is estimated that the public 
expends for the services of utility corpora- 
tions only about five per cent. of its in- 
come and, it is believed, could be educated 
to pay somewhat more if shown that the 
corporations in question require higher 
rates. 


























Public Utility Notes 


These notes are a record of recent price-affecting FACTORS, and are not to be regarded 
as RECOMMENDATIONS to purchase or sell. 








ATLANTIC CITY GAS—Receiver Dis- 
charged—Judge Davis in United States 
District Court at Trenton, on July 27, dis- 
charged Receiver Harry F. Carr, who was 
appointed on July 16. Company’s conten- 
tion that it was not insolvent was upheld. 


BROOKLYN RAPID TRANSIT— 
Claims Fare Increase Necessary—President 
Williams stated that service would neces- 
sarily deteriorate in view of increase 
of about $4,000,000 in operating expenses 
during present fiscal year, unless 7-cent 
fare is adopted. Company will have 
to pay $1,000,000 more for coal this 
year, while $3,000,000 more would have 
to be spent on increased wages, improve- 
ments and other expenses. If Board of 
Estimates allows increase of two cents in 
fare, net increase in revenue would prob- 
ably be only about 20%, as falling off in 
passengers would reduce total earnings to 
that extent. 

DUQUENSE LIGHT—Note Offering— 
Announcement has been made of offering 
of $10,000,000 three year 6% notes by a 
syndicate of bankers, on basis to show 
liberal yield to investors. Arrangements 
are being made for formation of syndicate. 
Formal approval of new financing has been 
granted by Capital Issues Committee and 
notes are to be secured by $15,000,000 of 
bonds of company. 


METROPOLITAN EDISON—To Issue 
Securities—Public Service Commission, of 
Pennsylvania, had granted permission to 
Metropolitan Edison, Reading, $142,500; 
Chester Valley Electric, Coatesville, $80,- 
000; Pennsylvania Utilities, Easton, $196,- 
000; Penn Central Light & Power, Altoona, 
$29,000; Barnesborough-Spangler Elec. 
Light, Philadelphia, $83,000; Hamburgh 
Gas & Electric, Hamburg, $50,000, to pro- 
vide extensions, improvements and general 
operation. 


NEW YORK & RICHMOND GAS— 
Bond Issue Approved—By Public Service 
Commission of about $2,000,000 bonds, al- 
though formal order is not yet adopted. 
Of this amount $1,500,000 are for refunding 
bonds now outstanding, but as commission 
holds that no more than $1,000,000 of 
original proceeds were expended on proper 
capital account, it will take unusual course 
of allowing remaining $500,000 to be issued, 
owing to war time emergency, merely 
providing that $500,000 shall be amortized 
out of income. In addition to bonds to be 
refunded there will be $260,000 to pay for 
new construction, including extension to 
New Dorp and Grant City. 


OHIO FUEL & SUPPLY—Report— 
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Gross income for June was $6,982,618, com- 
pared with $5,703,243 for same month in 
1917.. Net was $3,247,475, against $2,269,- 
481 for June, 1917, and surplus $2,256,825, 
compared with $1,437,819. 

PHILADELPHIA—Earnings Increased 
—Gross earnings for April, May and June, 
1918, were $6,167,181, an increase of $877,- 
182 over same period of 1917. Net earnings 
were $2,741,004, an increase of $275,869 over 
same period of 1917. 

PITTSBURG RAILWAYS—Discord 
Shown in Receivers Petition—Failure of 
Charles A. Fugan to sign answer of re- 
ceivers to petition of city authorities to 
intervene in traction controversy, indicates 
further discord in that body. Other two re- 
ceivers have signed the answer and deny right 
of city to intervene. Hearing will be granted 
in United States District Court. 

TENNESSEE RAILWAY, LIGHT & 
POWER—Notice to Note Holders—Un- 
avoidable delay has occurred in develop- 
ing plan for payment or renewal of $2,500,- 
000 of 5% gold coupon notes which matured 
on June 1, 1918. It has been impossible to 
secure from War Finance Corporation loan 
in form applied for. Plans are being 
worked out which it is hoped will make 
possible proposition to Note holders which 
will be satisfactory to them. Suggested 
that, rather than leave Notes in overdue 
condition, it would be better to ask holders 
to accept temporarily renewal note of rea 
sonably early maturity, but management 
has been advised by large holders of notes 
that they would prefer to hold present 
overdue notes until final solution of problem 
can be determined. Notes carry 5% in- 
terest, but it would not be fair to holders 
to expect them to accept that rate from date 
of maturity. Company therefore expects 
to pay from June 1, 1918, rate correspond- 
ing to rates which are now being paid upon 
similar issues. 

THIRD AVENUE—Report—For June 
shows operating revenue of $870,350, com- 
pared with $937,859 for same period of 
previous year. Operating expenses totalled 
$670,056, against $857,311 for correspond- 
ing month of 1917. Gross income was $147,- 
877, from which deductions of $239,730 
were made leaving a deficit for the period 
of $91,852. Twelve months’ operating 
revenue amounted to $10,234,485, increase 
of $1,261,836 over same months of year be- 
fore. After operating expenses of $7,335,- 
864, net operating revenue was $2,898,621, 
compared with $1,684,808 for preceding 
twelve months. Deductions were $2,678,- 
274, leaving a deficit for the period of $457,- 
296. 
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Prairie Pipe’s Expansion Program 


Ranger Field to Be Connected with Its Lines—Growing 
Traffic from Oklahoma and Kansas—Large 
Increase in Earnings 








By J. H. WESTCOTT, JR. 









RAIRIE PIPE has the distinction 
of owning the largest transporta- 
tion system in the oil industry and 
——s handling more traffic than any 
other pipe line company. About one-fifth 
of all the oil used in this country for re- 
finery purposes is transported through its 
pipes. It is a public utility corporation en- 
gaged solely in transporting oil, does no 
purchasing or marketing, and operates in 
Kansas, Oklahoma, Arkansas, Missouri and 
Illinois. 

Through its connections with the lines 
of Buckeye, Indiana, National Transit and 
other companies, it provides the largest out- 
let for mid-continent oil to the Atlantic 
seaboard and the gulf ports. The refinery 
of the Imperial Oil Co., Ltd., at Sarnia, 
Ont., and refineries at New York, Phila- 
delphia, Baltimore, Pittsburgh, Lima, To- 
ledo, Cleveland and Baton Rouge, are sup- 
plied through its pipe lines in connection 
with those of the other companies. 

Its system consists of 5,000 miles of 
gathering and trunk lines, connected with 
4,000 producing leases and about 16,000 
producing wells in Oklahoma and Kansas. 
Private telegraph and telephone lines, ap- 
proximating 2,000 miles in length, together 
with twenty-three main pumping stations 
and sixty field pumping ones are in active 
operation. 

Expansion Program 


Not less than $5,000,000 was expended 
in 1917 in laying 325 miles of eight and 
twelve-inch pipe to loop its delivery lines 
from Carrolltown, Mo., and to double its 
trunk line from that city to Wood River, 
Ill. This enables the company to deliver 
120,000 barrels of oil a day through Car- 
rolltown for points east of the Mississippi 


River. 
An eight-inch line was built in 1916 from 
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the new Augusta and El Dorado pools in 
Butler County, Kansas, to Neodosha, and 
the company found it necessary to add a 
second one last year to take care of the in- 
creased production. It also constructed 80 
miles of eight-inch pipe line from its Jones- 
burg station in Chatauqua County, Kansas, 
to the Blackwell pool in Kay County, Okla. 

But not wholly contented with the addi- 
tions made in the last two years, the com- 
pany laid out an ambitious program of ex- 
pansion for this year. It is building a new 
eight-inch line from Cushing, Okla., 
through the Healdton field which has a 
daily production of over 40,000 barrels, to 
Ranger, Texas. This line will be 285 miles 











TABLE I—PRAIRIE PIPE LINE CO. 


Runs Deliveries 

‘ (barrels) (barrels) 
*1912 Lidket anaes Sabb 30,870,203 33,668,504 
*1913 Wises aeuwibewwataed 37,840,240 34,850,953 
Sha it cgiihins Puasa’ 40,366,858 39,268,292 
UR aiek sakes bisa Saarunts 32,136,566 43,490,023 
ah a coudaensties 35,856,450 43,846,962 
Wi ss-40 stwdodss caeee 53,000 45,104,683 


1918 (first six months) 27,816,000 29,479,739 


*Prairie Oil & Gas. 











in length when completed. The Ranger 
field has a production of around 15,000 
barrels a day and is one of the most promis 
ing undeveloped fields in this country. Ex 
tensive drilling is now taking place and new 
wells are being brought in. When the 
Ranger line is finished, a substantial 
amount of business will be added. How- 
ever, Prairie Pipe will have considerable 
competition in that district as the Texas 
Company is also building an eight-inch pipe 
line to Ranger to connect with its present 
system at Fort Worth. 

Prairie Pipe Line was the product of a 
court decision. Its pipe line system was 
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formerly owned by Prairie Oil & Gas. The 
United States Supreme Court held, in June, 
1914, that the pipe lines of Prairie Oil were 
common carriers and subject to regulation 
by the Interstate Commerce Commission. 
So Prairie Pipe was incorporated to take 
over the pipe lines and transportation busi- 
ness with a capital stock of $27,000,000 
par $100. All of its stock was turned over 
to Prairie Oil and distributed pro rata 
among the stockholders of the latter com- 
pany. ‘There has been no additional issue 
of stock and the company has no outstand- 
ing bonds. 

That this capital stock issue was con- 
servative is shown by the large earning 
power of the pipe lines and by the fact that 
they had been carried on the balance sheet 


daily and its trunk lines can deliver 175,000 
barrels. In this connection, it is interesting 
to note the expansion of the traffic on the 
during the past six years, as shown in 
Table I. 

No reason is apparent why the runs and 
deliveries of the first six months of this year 
should not continue at about the same rate 
for the remainder of the year. This would 
make runs for 1918 of about 55,600,000 
barrels and deliveries of around 59,000,000 
barrels, nearly double those for 1915, and 
shows the substantial increase resulting 
from its 1917 additions. The bulk of this 
traffic went through its own lines entirely 
and was delivered to the refineries of the 
Standard Oil Co. of Indiana at Whiting, 
Indiana and Wood River, Ill. Next year 








TABLE II.—PRAIRIE PIPE LINE COMPANY 
Comparative Balance Sheets December 31 


Assets. 


1915 
95,050 $ 
5,000,214 
29,195,911 
3,421,776 
2,675,825 


1916 
96,067 $ 
3,000,214 
33,722,550 
4,761,245 
2,260,130 


$43,840,206 


1917 
96,673 
3,000,213 
37,198,278 
7,691,136 
2,047,162 


$50,033,462 


Real Estate 

Bills Receivable 
Personal Property 
Due from Banks 
Accounts Receivable 


$40,388,776 
Liabilities. 


Capital Stock 
Accounts Payable 
Accrued Depreciation 
Tax Reserve Account 
Total Surplus 


$40,388,776 


$27,000,000 
641,835 
2,554,537 
362,290 
13,281,544 


$43,840,206 


$27,000,000 
564,775 
3,863,254 
4,759,683 
13,845,750 


$50,033,462 








of Prairie Oil on Dec. 31st, 1914, at or 
around the amount of the capitalization. 
After the segregation of its properties, the 
valuation of Prairie Oil’s personal prop- 
erty decreased by $23,265,252 on Dec. 31st, 
1915. In the absence of exact data one 
must assume that the valuation of the prop- 
erty retained by it increased about $5,000,- 
000 in 1915, as this has been the average 
rate of increase since that time. These fig- 
ures would indicate that its valuation of the 
pipe lines was in excess of $27,000,000 and 
this estimate is supported by the decrease in 
the total profit and loss surplus of Prairie 
Oil in 1915. 


Capacity of Lines 


The daily capacity of Prairie Pipe’s 
gathering equipment is 170,000 barrels 


should also show a substantial increase as 
a result of its Texas extension. 


Earnings and Financial Position 


While no income statements are made 
public, yet some idea of its earnings can be 
gained from its balance sheets. Its 1915 
earnings were not disbursed as dividends 
but went into profit and loss surplus, which 
amounted to $11,798,741 on Dec. 31, 1915. 

In 1916, dividends of $9,450,000 were 
disbursed, the rate being 35%. Total profit 
and loss surplus increased by almost $1,- 
500,000, after setting aside a large sum for 
depreciation. This would indicate that 
earnings ran around $11,000,000 or about 
40 per cent on its stock. Dividends of the 
same amount were paid in 1917 while sur- 
plus increased by $560,000. In addition, 
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the company set aside $4,759,683 as a re- 
serve for income and excess profits taxes, so 
earnings were more than $14,700,000, or at 
the rate of 54 per cent, before deduction for 
taxes. 

It need hardly be said that the company 
is in a strong financial position as it can 
be easily seen in the comparative balance 
sheet contained in Table II. 

Net working capital was very large. Bills 
and accounts receivable aggregated $5,047,- 
375 on Dec. 31, 1917, compared with ac- 
counts payable of only $564,775. It is also 
encouraging to find that it had sufficient 
cash on hand, not only to pay its taxes but 
to carry through its program of expansion 
in Texas and Southern Oklahoma. 


Market Action 


The stock sold at a low of 125 in May, 
in 1915 and a high of 345 in 1917. Its 
range in 1915 was between 125 and 255; in 
1916, 205 and 358; in 1917, 220 and 345, 
and 242 and 283 this year. 

One of the most interesting features in 
reference to this company is that its stock 


is well fortified to stand the shocks of the 
stock market and adverse business condi- 
tions. This is also true of the other Stand- 
ard Oil pipe line companies. Five of the 
largest have shown an average loss of only 
25 per cent from the highest market price 
in 1917, as compared with the lowest price 
in 1918. Prairie Pipe, perhaps, because of 
its leadership of this group, has shown the 
largest decline among such companies, as 
its percentage was 30. 

But the stocks of the pipe line companies 


have not been as seriously affected as that 
of the Standard oils. Six of these oils have 
shown an average decline of 36 per cent 
during the same period. Prairie Oil, the 
predecessor of Prairie Pipe, showed 6 per 
cent more than this average. One must 
conclude that far greater stability exists, as 
far as market action is concerned, among 
the pipe lines than among the oils. This 
is only natural, as the rates charged by the 
pipe lines are stabilized and such compa- 
nies are not affected to the same extent by 
general business conditions as the oils. 

Moreover, the Standard Oil group has 
held up much better than the independent 
oils. The average decline in the market 
price of four of the large independent oils 
during the same period was 54 per cent 
and the range was between 65 per cent and 
42 per cent. The relative:stability of these 
pipe lines securities adds to their investment 
soundness. 

Conclusion 


At around its present price of 260, the 
stock is one of the most attractive invest- 
ment issues of the Standard Oils. The re- 
turn is over 13 per cent. on the purchase 
price and shareholders may eventually re- 
ceive a substantial stock dividend out of 
surplus, which is equal to more than one- 
half of the outstanding capital stock. No 
stock dividend has been paid to date and 
there is not much likelihood that any will 
be distributed as long as the war lasts. The 
long pull possibilities are also attractive, as 
the location of its pipe lines enables the 
company to take advantage of further de- 
velopment of the mid-continent field. 








GERMAN “INVENTIONS” 


The people who still fcel that the modern chemical warfare as waged by the Germans 
is wonderful, in spite of its maliciousness, do not know how little credit for it is really due 


to the Germans. 


All the big underlying chemical principles were discovered by the Allies. 


This subject, which is of especial interest to many members of the American Chemical 
Society, has been studied in detail by Professor Townes R. Leigh, and a recent article in 


Drug and Chemical Markets gives the results of his investigation. 


He says: 


“The very chemicals which she uses to prosecute her war were not first produced by the 


subjects of the Kaiser. 


Howard, an English chemist, first made the fulminate of mercury; 


Schoenbein, of Basel, Switzerland, guncotton, in 1845; Sobrero, of Turin, Italy, nitroglycerin 
in 1846; Alfred Nobel, of Sweden, dynamite, in 1856, and blasting gelatin in 1878; Vielle, of 
France, military smokeless powder in 1886; Sir Alfred Abel, of England, cordite; Egg, like- 
wise an Englishman, devised the percussion cap; Picford, his compatriot, the safety fuse in 
1831; and it was Benvenuto Cellini, zn Italian, who introduced the blending process in gun- 
powred; chlorin gas and a dozen othcr chemicals of modern warfare were not first “made in 
Germany.” And finally, we have it on the authority of Charles E. Monroe, a specialist on 
explosives, that out of sixty-two names of experts on explosives, two stand out supreme, that 
of Abel, of England, and Bertholet, of France——American Chemical Society. 
a —— 





a 
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These notes are a record of recent price-affecting FACTORS, and are not to be regarded 
as RECOMMENDATIONS to purchase or sell 





ASSOCIATED OIL—Report—For six 
months ended June 30, 1918, net earnings 
after operating, maintenance and transpor- 
tation expenses were $5,692,235. Estimated 
income and excess profits taxes were $639,- 
448, other taxes $105,958, and bond interest, 
$275,014, making net $4,671,814. After de- 
ducting $1,341,201 reserved for depreciation, 
and $54,503 for bond discount, surplus was 
$3,296,110, from which dividends of $993,- 
915 were paid, leaving $2,302,195. $1,808,828 
expended for drilling and other improve- 
ments.. Current assets on June 30, 1918, 
exceeded current liabilities by $6,604,565. 

CORONA PETROLEUM — To Build 
New Pipe Line—This subsidiary of Royal 
Dutch Petroleum will construct 10-inch 
pipe line from Panuco to Tampico, distance 
of 36 miles, at cost of $1,500,000. Delivery 
capacity will be 25,000 barrels a day. Stor- 
age tank capacity is 1,485,000 barrels and 
20 additional tanks of 55,000 barrels each 
are planned. 

MEXICAN PETROLEUM—High Busi- 
ness Record—Business is establishing new 
high record and indications are that net 
in 1918 will be far in excess of 1917. Gross 
business in fuel oil alone is running at rate 
of about $30,000,000 annually. Settlement of 
Cowdray-Doheny dispute gives Mexican Pe- 
troleum 50% equity in 17,000 acres of valu- 
able Mexican oil lands. It is believed these 
17,000 acres, in which Mex. Pet. has half in- 
terest, will be capitalized at say $15,000,000 
or $20,000,000, one-half of stock will go to 
company. This could be made basis for 
stock dividend. When all bonds are con- 
verted, total common stock capitalization 
will be $42,000,000, against $48,000,000 of 
stock authorized, leaving $6,000,000 stock 
in treasury. Report for 1917 shows 
$10.23 share earned, against $15.78 in pre- 
ceding year. President of company calcu- 
lates that $6,000,000 was lost in last six 
months of 1917 through commandeering 
and volunteering of company’s tank steam- 
ers. This situation is now being corrected 
and tonnage in service will be largely in- 
creased before many months have passed. 
Out of fleet of about 100 tankers built, or 
contracted for, in last few years, thirty were 
for service of company. Of that thirty, 
report shows only ten in service of com- 
pany, 

PIERCE OIL—High Daily Rate—Now 
tfunning more than 27,500 barrels of oil 
daily through its refineries. Will be in- 
creased shortly to 30,000 barrels, as orders 
have been given to enlarge barrelage of 
_ Springs refinery from 9,500 to 12,000 

aily 

ROYAL DUTCH—Report—Quorum was 
not represented at meeting of shareholders 
held in Amsterdam July 24, and the meeting 


was postponed. Distribution of final dividend 
of 18% for 1917 was authorized July 24. Will 
be collected by Equitable Trust and will 
then be distributed to holders of American 
shares. It is proposed that right to sub- 
scribe to new shares at par to extent of one 
new share for two old shares can be exer- 
cised by shareholders from Sept. 4 to Sept. 
21; that payment for new share must be 
made in full by Oct. 8, and that prospectus 
will be issued in Holland on Sept. 3. Equit- 
able Trust will issue notices to holders of 
American shares 


SINCLAIR GULF REFINING—Devel- 
opment—200 men are employed on con- 
struction of plant at Houston, Tex., and 
will be increased to 500. Oil refinery, with 
its pipe lines and accompanying facilities, 
will cost $11,000,000. Deep-water terminals 
and pier facilities will be built by Sinclair 
interests, and equipped to handle receipts of 
oil by tank ships from oil fields of Mexico, 
Cosia Rica and Panama. Refinery, with 
site and some other necessities, will cost 
$6,000,000, and 500-mile pipe line which Sin- 
clair Gulf Pipe Line is building to convey 
oil from Oklahoma fields to Houston will 
cost $5,000,000. 

STANDARD OIL OF INDIANA— 
Advances Prices—Of gasoline, naphtha, and 
refined oil each three-tenths of 1 cent per 
gallon throughout company’s entire .ferri- 
tory, except inside Chicago switching dis- 
trict, which was not affected by freight rate 
advance, so far as company’s sales of its 
products there are concerned. Chicago ter- 
ritory’s new basis of wholesale prices out- 
side of Chicago’s switching district are 
224%, cents for gasoline, 224% for naphtha, 
and 114 for refined oil. 


STANDARD OIL OF NEW JERSEY— 
Large Gas Companies Owned—In 1885 first 
became interested in natural gas properties, 
but it was not until 1900 that gas was 
marketed on large scale. Business has | 
extended to point where natural gas sub-” 
sidiaries operate 5,000 gas wells, supplying 
400,000 consumers. or estimated population 
of 2,000,000. East Ohio Gas is largest of all 
natural gas distributors. Its lines extend 
from Ohio River to Cleveland, Youngstown 
and other nearby cities and towns. In 1917 
gross earnings amounted to $16,610,000 and 
net, after. operating expenses and _ taxes, 
totaled $5,776,000. Surplus for the year was 
$3,181,000. People’s Natural Gas, capitalized 
at $11,300,000, is second in capital size. It 
produces gas in Pennsylvania and dis- 
tributes it to Pittsburgh, Wilkinsburgh and 
other points. Another prominent company 
is Hope Natural Gas, capitalized at $500,000. 
Its gas production is in West Virginia and 
serves Parkersburg and adjacent points. Four 
small gas companies are owned. 
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These notes are a record of recent price-affecting FACTORS, and are not to be regarded 
as RECOMMENDATIONS to purchase or sell. 





ALASKA TREADWELL—No Stock 
Increase—In consequence of flooding of 
mines, proposed increase of capital 
stock will not be proceeded with. It 
no longer necessary that shares should 
remain deposited with Exploration Com- 
pany, Ltd, and they may now be with- 
drawn in exchange for deposit receipts, 
which must be left for seven days for verifi- 
cation, at expiration of which time original 
shares. will be delivered to order of firm or 
person lodging deposit receipt. 

AMERICAN ZINC—Report for Quarter 
—Ended June 30, 1918, shows operating 
profits $227,404, compared with $378,525 for 
preceding three months. For six months 
ended June 30, operating profits were 
$605,930; depreciation, $360,000; balance, 
$245,930, slightly more than half year’s pre- 
ferred stock dividend requirements. 

ANACONDA—Workers Renew Demands 
—Metal Mine Workers’ Union demands 
upon Anaconda in 1917 have been renewed. 
In message sent to Mr. Ryan, union declares 
its intention to strike unless its demands 
are met. He said demands would be re- 
fused. 

BIG LEDGE—Ore Shipments—Manage- 
ment had decided to ship all ore taken out 
in process of drifting to custom smelters 
pending completion of Great Western 
Smelter’s plant and installation of con- 
verters there. Shipments have been started 
at rate of two carloads per day and will be 
increased as fast as possible. Ore being 
shipped assays better than 10% copper and 
about $5 per ton in gold and silver. 


BUTTE & SUPERIOR—Shipping Con- 
centrates to Anaconda—For two or three 
months, company has been shipping zinc 
concentrates to smelting plant of Ana- 
conda, made necessary by action of Ameri- 
can Metal Company in cutting down to 
minimum of 5,000 tons monthly amount of 
concentrates it would receive under con- 
tract from Butte. It has no contract for 
specified tonnage with Anaconda, but has 
shipped as high as 2,500 tons of concen- 
trates in one month. American Metal 
smelters could not- handle Australian ma- 
terial and Butte product, so cut Butte al- 
lotment from 12,000 to 5,000 tons a month. 


CALUMET & HECLA—Production— 
Output of 36,092,278 pounds of copper in 
first six months of 1918 represented decline 
of over 6,000,000 pounds from correspond- 
ing period in 1917. In 1917 it cost Calumet 
13c per pound before depreciation and taxes 
to produce 77,495,000 pounds. Taxes con- 
sumed $979,474, equivalent to 14%c per pound. 
With increased freight charges, together 


with wage advance of May, Calumet’s per 
pound cost in the first half of 1918 is esti- 
mated to have averaged close to l6éc. In 
six months ended June 30 company earned 
profit of 744c per pound on its direct output, 
or $2,716,920, equivalent to $27.16 per share. 
In addition, company received since Jan. 
1, 1918, $1,031,698 in dividends from its four 
major subsidiaries. 


CHIEF CONSOLIDATED—New Shaft 
to Be Sunk—Will be located on Crusader 
claim, about half mile to east of working 
shaft of Chief. There are already two 
shafts on that part of Chief’s territory, 
known as Plutus and Smuggler, but these 
are poorly located and will not be used. 


CHILE COPPER—Suit From Copper 
Lands Deal—Attachment for $1,500,000 
was made on July 29, 1918, against Albert 
C. Burrage on petition of Arthur S. Plews 
of London. Declaration of suit will be filed 
some time this week. Suit is based on 
agreement in connection with acquisition of 
mining properties in South America, chiefly 
those which went into Chile. 


CONSOLIDATED COPPERMINES— 
Report—Production for six months to June 
30 was: copper, 7,702,470 Ibs.; silver, 8,917 
ozs.; gold, 2,095 ozs.; lead, 150,647 Ibs.; 
manganese, 275,501 Ibs., and zinc, 29,188 Ibs. 
Considerable development work was ac- 
complished in the Morris-Brooke and 
Alpha Mines. At the Morris-Brooke mine, 
the extraordinary development work is 
completed and the mine producing about 
1,000 tons daily; ore being concentrated at 
Kimberly Mill. An enlarged program of 
development work is being prosecuted at 
Alpha Mine, and main hoisting shaft has 
been unwatered. Ore bodies of lower 
grade, from 4 to 6% copper have been cut 
on the 1200-foot level. The Pilot Knob 
shaft is being reopened. Churn drilling 
will not be done this season through war 
conditions. Another wage increase of 50 
cents daily makes total of 75 cents per day 
extent of increase this year. 


IRON CAP—May Shipments—Bonds— 
Report showed that during May, ore 
shipped to smelters carried from 0.6 to 0.7 
ounces silver and 2.76 to 11. 47% copper, and 
ore shipped to concentrating mill carried 
from 0.7 to 0.75 ounces silver and 3,82 to 
4.49% copper, giving returns from smelters, 
$126,398; returns from mill, $27,542; total, 
$153,940; expenses, $75, 654; approximate 
profits, $78,285. Stockholders were asked 
to approve issue of $500,000 first mortgage 
8% bonds to provide enlarged facilities in 
order that output may be handled more 
economically. 
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KENNECOTT—Normal Output in July 
—Alaska properties will turn out their 
normal quota of copper during July, fol- 
lowing several months in which yield 
dropped down ta about 3,000,000 pounds. 
Management considers 6,000,000 pounds a 
month as normal for these mines. Neces- 
sity for securing addition to its ore reserves 
was patent to Kennecott when it acquired 
the Braden Copper in South America. From 
Braden no financial aid can be expected for 
a time as it will have financing to do to carry 
through construction programme. 


LAKE SHORE MINES—Value of Kirk- 
land Deposits—Dividend of 2%% declared 
is taken as exhibition of value of gold de- 
posits of Kirkland Lake field. Expected in- 
terim dividends will be paid at intervals of 
about every three months, as net earnings are 
in excess of that amount. 


MASS CONSOLIDATED—Financial 
Statement—For December 31, 1917, shows 
cash and debts receivable, $117,976; profit 
and loss deficit, $821,393; accounts payable, 
$96,818; reserve funds, $22,776; reserve for 
depletion, $243,780; reserve for depreciation, 
$1,027,049; total assets and liabilities, $3,- 
790,023. 


MIAMI COPPER—Production, July— 
Was 4,793,082 pounds of copper, compared 
with 4,692,554 preceding month and 5,349,- 
000 July, 1917. 


NORTH BUTTE — Production — 
Was 5,312,761 pounds of copper in 
quarter ended June 30, 1918, compared with 
production of 3,806,441 pounds in previous 
three months and 4,601,067 pounds in same 
period year previously. Produced 240,877 
ounces of silver, as compared with 167,281 
ounces in previous three months and 224,- 
074 ounces in June 30, 1917, quarter. Gold 
production in three months to June 30, 1918, 
was 355,897 ounces. 


PREMIUR-LANGMUIR BARITE— 
Only Barite Mine in Canada—lIs situated 
in Porcupine district, less than 20 miles 
from big gold-producing mines. Facilities 
for refining about 30 tons daily have been 
provided. Two such mines would supply 
nearly. entire requirements of Canada. 
Process employed is dry throughout. 
Certain chemicals are used, and product is 
being turned out in highly refined state. 


SENORITO COPPER—Deal for Full 
Title—Reported to havé closed deal where- 
by it secured full title to all it? mining 
property. It has secured for treatment 
some 20,000 tons of ore, averaging about 120 
pounds to ton, for immediate smelting at 
own plants. Shipments will probably start 
in August and first copper production 
should be in neighborhood of 2,000 pounds 
daily. It is calculated that with the ex- 


posed ore in Copper Glance Mine total 
developed and exposed ore in sight will net 
close to 135,000,000 pounds of copper, all on 
surface with mining easily and cheaply 
done. 


SHATTUCK ARIZONA—Report—Total 
income for quarter ended June 30, 1918 was 
$546,480, as compared with $1,262,503 for 
same period in 1917. Net income was $116,- 
883, equivalent to 33 cents share (par $10), 
as compared to $660,732 in 1917. 


TUOLUMNE—Inmportant Strike—O n 
800-level of Main Range, of which property 
it has become complete owner. For some time 
company has earned good profits from Main 
Range mine. 


UTAH CONSOLIDATED—Files Suit— 
In United States District Court of Salt 
Lake City, against Utah-Apex Mining, 
charging trespass and wrongful extraction 
of ores amounting to not less than $500,- 
000. Under mining statutes triple damages 
can be awarded. Mining claim under 
which damages are sought is Yampa Ex- 
tension Northeast Lode which Utah pur- 
chased in June 1903, which claim lies above 
ground of Utah-Apex and is supposed 
to carry outcrop of lime bed in which 
Utah-Apex last year found largest ore body 
in its history. It is understood that from 
this ore body Utah-Apex was able to in- 
crease its surplus to $1,200,000 and from it 
is now shipping about 500 tons of ore a day 
and earning between $60,000 and $65,000 
net per month. This ore body extends 
from 1,500 to 1,800-foot level. 


VIRGINIA IRON, COAL & COKE— 
Plan for Stock Dividend—Has been dis- 
cussed and some action at October meet- 
ing of directors is considered probable. 
Proposition said to be most favorably re- 
garded is to declare stock dividend of 10% 
at coming meeting as preliminary to 
initiating cash dividends at rate of $6 a 
year early next year. Declaration of stock 
dividend would about use up treasury stock, 
as it has in treasury $926,400 unissued 
stock, against $9,073,600 outstanding. 


WOLVERINE COPPER—Working 
Deeper Parts—Is rapidly mining out deeper 
parts and has crews of men working in 
levels near top, getting out pillars and 
other good copper bearing ground left 
standing during first operations. These are 
yielding much in heavy copper. There are 
but two producing shafts, No. 2 shaft being 
used for handling men and supplies, only. 
No. 3 and 4 are hoisting rock and'No. 2 
shaft’s rock is trammed over to No. 3 for 
hoisting. No. 2 shaft is down but 1,700 ft., 
while No. 3 is 3,900 ft. deep. Wolverine is 
getting out some fine values in copper in 
its operations on west vein at sixth level, 
between No. 2 and No. 3 shafts. 
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American Radiator’s Growth 


In Last Ten Years Surplus Available for Dividends Has 
Increased from Less Than $1,000,000 to $3,261,871— 
Working Capital Doubled Since War Started 
—Dividend Record 





By FREDERICK LEWIS 





EW industrial concerns are able to 

show as steady a growth in busi- 

m ness as the American Radiator 

* Company has demonstrated in the 

last decade. A glance at the accompany- 

ing graph will show how steadily upward 

net income has climbed. Since 1909 every 

year has been better than the preceding one 

with only one exception, 1912. This is the 

best kind of proof of the substantial char- 
acter of the company’s business. 

As is the case with so many of the in- 
dustrial concerns of the country the war has 
had a beneficial effect on this company’s 
earnings. Although the company has taken 
large orders for war materials, it is under- 
stood that the greater part of its profits has 
come from its regular line of business. 


Earnings 


For the year ended January 31, 1918, the 
company earned 24.86% on its stock which 
was increased to $12,278,400 in March, 
1917, by a 50% stock dividend. These 
earnings were after making very liberal de- 
ductions for depreciation and inventory ad- 
justments. 

The question of inventory adjustments 
is a very important one and it is gratifying 
to find that the management fully realizes 
that, while inventories have increased in 
value since the war, there is a very decided 
probability that when the war is over there 
will be a corresponding marking down of 
values. 

President Clarence M. Woolley sums up 
the situation as follows: “Inasmuch as the 
selling prices for the year were consistently 
related to the enhanced replacement value 
of raw materials and products previously 
accumulated, the profits for the year were 


in a measure due to such higher selling 
prices. 

“It is obvious that on a downward swing 
of commodity prices, if such shall take 
place, a heavy loss may be incurred in ma- 
terials and product meanwhile accumulated, 
and the company during the last three years 
of ascending costs has accumulated a re- 
serve of $1,250,000 to maintain the in- 
tegrity of its inventories.” 


War Orders 


In 1917 the American Radiator Co. re- 
ceived a $3,000,000 order from the Gov- 





TABLE I. 
RADIATOR—Dividend Record. 


AMERICAN 


Common Preferred 
: Jo 


7 


1910-1911 
1912-1913 
1914 


Also 10% in common stock paid March, 
1912, and 10% paid March, 1913. 

*Also 10% in common stock paid in March. 

tAlso 50% in common stock paid in March. 

**Present rate 12% per annum; Jan. 31, 
1918, an extra dividend of $4 a share was paid 
in Liberty bonds. ~ 








ernment for the manufacture of naval 
guns and the company’s plant at Bayonne, 
N. J., was put to work on this order. The 
company is also making hand grenades at 
its Buffalo plant and is experimenting with 


(762) 











AMERICAN RADIATOR’S GROWTH 


763 





cast iron shells. Other important orders 
for munitions are to be expected. 

The present company was incorporated 
in 1899 in New Jersey as successor to an 
Illinois corporation of the same name, which 
was a consolidation of several concerns 
manufacturing radiators. The company’s 
plants are located in New York, Michigan, 
Pennsylvania, Ohio, Illinois, Alabama, In- 
diana, Missouri and New Jersey. Several 
foreign companies are controlled which 
have branches throughout Europe. The 
company also maintains sales offices in 
thirty-nine important cities in the United 
States. 

It is interesting to note what a splendid 
investment the common stock of this com- 
pany has been for those stockholders who 
purchased their stock in the first few years 





TABLE II. 


AMERICAN RADIATOR—Price 


Common Stock. 

High Low 

1901 .... @ 36 
1902 .... 51% 40 
1968 .... & 45 
1904 79% 40 
1905 . 110 76 
1906 .... 130 115 
1907 .... 140% 120 
1908 .... 200 125 
1909 . 225% 200 


*To July 1. 
+Common stock sold ex-dividend a _ stock 
dividend of 50% March, 1917. 


Range of 


Low 
240 
265 
325 
400 
390 
345 
385 

+250 
235 


High 
1910..... 261 
1911..... 304 
1912..... 405 
1913..... 500 
1914..... 440 
1915..... 390 
1916..... 425 
1917..... 445 

*1918..... 265 








of the company’s existence. Up to 1905 
100 shares of stock could have been pur- 
chased in any year for $5,000 or less. Up 
to date stock dividends would have in- 
creased this 100 shares to within a frac- 
tion of 200 shares. At present market 
prices of around 240 this represents a value 
of $48,000. In addition nearly $17,000 
would have been received by the purchaser 
in cash dividends since 1904. 
Capitalization 
American Radiator is capitalized as fol- 
lows: Preferred stock $3,000,000, par 
$100; common stock $12,278,400, par $100. 
There are no bonds, notes, or other indebt- 
edness, other than current accounts payable. 
The preferred stock is 7 per cent. cumula- 
tive and has paid its dividend regularly 


since organization. The company’s balance 
sheet as of January 31, 1918, shows it to 
be in very strong financial condition, net 
working capital amounting to $12,552,716, 
which is more than double the figure it 
stood at before the war. Cash on hand was 
$2,681,156. 


Market Position of Stock 


At present prices of around 240 the com- 
mon stock would appear to have largely 
discounted the increased prosperity of the 
company. While the present price of 240 
is considerably under the prices reached in 
the past few years it should be recollected 
that a 50 per cent stock dividend was paid 
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in March, 1917, so that the present price is 
equivalent to a price of 360 before the divi- 
dend was paid. When the fact is consid- 
ered that the company will undoubtedly 
have large taxes to pay under the excess 
profits tax and that it is uncertain, to say 
the least, what conditions it will have to 
meet after the war, the stock would appear 
to be selling high enough. The preferred 
stock rarely quoted, can be regarded as an 
unusually safe investment, as the working 
capital of the company alone is equal to 
over four times the par value of that issue. 











Unlisted Security Notes 


These notes are a record of recent price-affecting FACTORS, and are not to be regarded 
as RECOMMENDATIONS to purchase or sell. 





AMERICAN CELLULOSE & CHEMI- 
CAL—To Construct Large Plant—Corpor- 
ation financed by Vickers Company and 
Nobel Company of London, will invest 
$10,000,000 for big cellulose plant and ac- 
companying facilities, at Cumberland, Md. 
Construction, machinery, housing and other 
details are being determined. Preliminary 
land improvements so that construction 
can begin, are being arranged. Engineers’ 
plans and specifications will be completed 
soon and general contractor for plant is 
preparing to begin work. Until war has 
been won, product will be taken by Gov- 
ernment. After that time plant will manu- 
facture cellulose, acids, drugs, etc., for gen- 
eral trade. 





BABCOCK & WILCOX—New Plant— 
Company has commenced operations on 
large addition to its Bayonne, N. J., plant, 
recently completed at cost of about $1,- 
500,000. 


CURTISS AEROPLANE—Maximum 
Construction—30 aeroplanes per day at 
its works at Buffalo is being planned. Com- 
pany is now manufacturing training ma- 
chines and hydroplanes, and production may 
reach 40 planes daily. 


IDAHO IRRIGATION—Interest Pay- 
ment—Two installments of interest, of 144% 
each, represented by coupons 4 and 5 on 
Adjustment Mortgage 15-year gold bonds and 
15-year adjustment bond certificates, have been 
declared and will be paid immediately at the 
Equitable Trust Co., trustee, New York. R. 
B. Marchant is treasurer of the Irrigation Co. 


INDUSTRIAL TERMINAL, DE- 
TROIT—Bond Offering—Of $600,000 first 
mortgage 6% sinking fund gold bonds, 
dated February 15, 1918, due February 15, 
1923, but retirement optional on any in- 
terest date at 101 and interest. Denomina- 
tions, $1,000, $500 and $100. Normal Fed- 
eral income tax paid by company. Tax- 
free in Michigan. Bonds are first closed 
mortgage on 40 acres in Detroit, Detroit 
Terminal Ry. (Belt Line), with improve- 
ments consisting of modern building of 
concrete and steel construction. Land and 
— are valued at more than $1,280,- 


LEHIGH COAL & NAVIGATION 
CO. — Favorable Decision — Interstate 
Commerce Commission in its case vs. 
Pennsylvania Railroad, decided “refund of 


(164) 


actual expense incurred by complainant 
under agreement with the Pennsylvania 
Railroad in furnishing barges and other 
equipment for delivery of anthracite coal 
at destinations on or reached via Delaware 
and Raritan Canal authorized.” 


MICHIGAN SUGAR—Recall of Stock 
Decided—At $100 par value and issuance 
of new shares with $10 par value was de- 
cided upon at annual meeting of stock- 
holders. Exchange will be made as soon 
as necessary legal step has been taken. Net 
profits shown for year ending June 20, affer 
deductions for taxes, depreciation, repairs 
and maintenance for six plants, were $568,- 
018 with cash on hand, $1,088,000, and bonds 
owned approximately $280,000. _ . Plant 
harvested from 32,562 acres last year and 
has 43,328 acres this year, reported to be 
in best condition in several years. 


NATIONAL ANILINE & CHEMICAL 
—To Test Fabrics—Continuing policy of 
placing its laboratories at service of clothiers 
and department stores for purpose of mak- 
ing tests of various fabrics, company an- 
nounced that this work would be widened 
in scope to meet whatever demands might 
be made upon it. 


READING STANDARD MOTOR- 
CYCLE—Plant Taken By Government— 
sy direction of A. Mitchell Palmer, alien 
enemy property custodian. Action follows 
taking over of Bosch Magneto, of New 
York, owner of controlling interest in Read- 
ing Standard. Government agents have 
been made president and general manager 
respectively. Company is filling Govern- 
ment orders. 


SKINNER & EDDY—Government Con- 
tract—United States Shipbuilding Emerg- 
ency Fleet Corporation let contract for build- 
ing 35 steel cargo steamships of dead weight 
tonnage of 332, 


UNION SWITCH & SIGNAL—Instal- 
lations—Installed two 6000-lb., two 3000-lb. 
and one 2000-lb. steam drop hammers, giv- 
ing it a total equipment of 12 steam drop 
and shaping hammers, together with 18 
board drop hammers. Plans for extension 
of die room and increased facilities for heat 
treating are being prepared. 


UNITED IRON & STEEL — Furnace 
Operations Resumed—Fannie blast furnace 
of this company at West Middlesex has re- 
sumed. There is not now an idle furnace 
in the Shenango Valley. 











IMPORTANT DIVIDEND ANNOUNCEMENTS 


To Obtain a Dividend Directly from a Company the Stock Must Be Transferred Into the 
Owner’s Name — the Date of the saci @ the Company's Books. 





Last Books ‘ Last Books 
Name Div'd Close Payable Rate Name Div'd Close Payable 
L 


$4 Lehigh Coal & Nav. $1 
12% Liggett & Myers Tc 3 


*July 31 Aug. ¥ 


Amer Bank Note p.. *Aug. 15 Sept. 


ie 
Amer Beet Sugar p. 1% 
% 


£0 


Amer Beet Sugar c.. 
Am Br Shoe & Fdyec 
Am Br Sh & Fay p. 2 
. Am Br Sh & Fdy px 1 
Am Hide & Lthr p. - 24% 
- Am H & Lthr p. 
Amer Linseed p 
Amer Radiator c.... ; 
Am Sugar Refin p.. 
Am Sugar Refin c.. 
. Am Sugar Refin c x. 
Am Sumatra Tob p. 3%% 
Am Sumatra Tob c.. 24% 
Anaconda Copper ... 


N 
6% National Acme 14% 
7% National Biscuit p.. 1\%% 
7% National Biscuit c.. 1\%% 
7% Nat Cloak & Suit p. 1%% 
7% Natl Enam & Stp p. 1\% 
6% Natl Enam & —_ c. 14% 
7% National Lead p.... 1%% 
5% National Lead c.... 14% 
4% Norfolk & Western p 1 % 
1% Norfolk & Western c 1\%% 


ce) 
$5 Ohio Cities Gas c.. $1.25 


P 
7% Pacific Mail 8S 8 p.. 1%% *Aug. Sept. 
$3 Penna R R 75 *Aug. Aug, 3 
$2.50 Phila Co old p 2% $ *Aug. Sept. 
$5 Pitts Coal (Pa) c. *Oct. Oct. 
7% Pittsburgh Steel p.. “1% % *Aug. Sept. 
6% Pitts & West Va p. 1%% *Aug. Aug. 
12% Porto Rican-Am Tob.d3 % *Aug. Sept. 
$7 Pressed Steel Car p. $1.75 *Aug. Aug. 
$s Pressed Steel Car c $2 *Aug. Sept. 


*Aug. Aug. : 
*Aug. Aug. 
*Sept. Oct. 
*Aug. Sept. 
*Sept. Sept. 
*Aug. Aug. : 
*Aug. 23 Sept. 
*Sept. 1: Sept. 
*July Aug. 
*Aug. 3 Sept. 


To 
Yo 
%e 
%o 
% 


nan LLODO 
Fim SSSR 0 


CLC LL LOC LCOCO 


e 


*Aug. Sept. 


= 
f£eLLLOGu COLO 
be eke 


Atl Ref & WISSp1\% 


Balt & Ohio p 

Beth Steel 8% p... < 
Beth Steel 7% p... 
Beth § 

Beth Steel ¢ B 
Borne-Scrymser & Co $20 
Buckeye Pipe Line.. $2 


Cc 
Chic St P M & O p. 3%% 
5% Chic St P M & Oc. 2%% 
5% Cinc N 0 & T P p. 1%% 
6% Cities Service p.... %% 
6% Cities Service c.... “4% 
Cities Service c x...e \%% 
$3. ‘50 Cleve & Pitts reg gta. 87%c 
Cleve & Pitts spec gtd S0c 
Consolidated Gas ... 1% % 
Cosden & Co p &% % 
Cuba Cane Sugar p. 1\%% . Shattuck-Ariz 
Southern Pipe 


D 1% Standard Milling p. 14% 
. wa thee , Standard Milling c.. 1 % 
Deere & Co p 1% ©Q a aus: . Standard Milling ¢ x.el % 
8% Detroit United ...... : % sAus. Standard Oil of Cal. 2%% 
Diamond Match lil oe Aug. : Stan Oil of Cal x. .xx2%% 
E 2 Standard Oil of Ind. 3 % 
.. Stand Oil of Ind x. 3 %@ Aung. £ Aug. 5 
Eastern Steel 1 p... 1%% “Sept. 2 Sept. 2% Standard Oilof NY3 % *Aug. 23 Sept. 
% Eastern Steel 2 p... 1%% *Sept. 2 Sept. ... Swan & Finch ext.. 2 % *Aug. Sept. 
Eastern Steel c..... 2%% *Oct. Z 
. Eastern Steel ¢c x... 5 % *Nov. . U 
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General Chemical c. 2 % *Aug. 2 Sept. % U S Steel p Aug. Aug. 
General Cigar p ... 1%9 *Aug. ‘ Sept. 5% U § Aug. Sept. 
Goodrich (B F) p... 1%% *Sept. 2 ‘ .. U. S. Steel « vceee y Aug. ! 
Goodrich (B F) c... y *Nov. 5 
Greene-Cananea .... $2 *Aug. § 
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$4 Washington Oi] .... $4 Nov. 
Harb-Walker Ref p. 114% *Oct. Oct. 1 6% — “yy RR p. ++ 16% —— 
Harb-Walker Ref c. 1%% Q “Aug. Sept. 2 cone WOE sees oe 
Hatt Schaf & Marxcl % *Aug Aug. 31 6% White (J G) & Co p 1%% Aug. 
‘ . ee = £% Woolworth (F W) ec2 % *Aug. 
I Y 
Illinois Central .... 1%% *Aug. ! Sept. 10% Yale & Towne Mfg. 2%% *Sept. 
. Indian Refining p x.m54%% *Sept. Sept. 1! ia « 
Inland Steel $- *Aug. Sept. * Dividend payable to stockholders of record of this 
Int Harvester Corp p 1% % *Aug. Sept. date. 
Int Harv of N J p. 1%% “Aug. Sept. dd Capital distribution. 
e Paid in common stock. 
x m On account of accumulated dividends. 
Kerr lake Mining.. 25¢ Q “Ang. Sept. x Extra dividend. 
8% Kings Co FlLIt& Pr2 %&%Q “Aug. Sept. xx Payable in Liberty Bonds. 
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Safe-Guards Against Loss 


Means the Operator in Stocks May Employ to Conserve 
Capital and Profits 


By THOS. L. SEXSMITH 





UCCESSFUL trading, and by 
this is meant the ability to trade 
in stocks profitably, is an art in 
which many aspire to perfect them- 

selves, but few, apparently, realize their ex- 
pectations. The reason so many fail to 
make any permanent success of their 
operations in the market is because of the 
gross ignorance of most traders with regard 
to the nature of the business of trading in 
stocks, the risks entailed and what con- 
stitutes a reasonable return on the money 
and time expended. 

Marginal operations, no doubt, have their 
chief attraction in the apparent possibilities 
for large profits which such operations pre- 
sent. The broker’s usual marginal require- 
ments of ten points kept good make the pos- 
sibility of a ten point profit, or one hundred 
per cent. on the capital employed, seem an 
alluring proposition. Alluring is the proper 
word, and that which lures bodes no good 
for whomsoever falls victim to the lure. 


Taking a Personal Inventory 


The first thing the operator in stocks who 
has an earnest desire to get started on the 
right road should do is to take an inventory 
which should cover such items as the capi- 
tal available for operations, his experience 
in the market and his expectations in the 
way of returns. 


anywhere as a trader. 


First of all he must have courage. The 


market is no place for the timorous man | 


who becomes so badly affected when a com-, 
mitment goes a point or so against him that 


There are three things | 
which he must have if he expects to get , 


‘ , 


tancy. There are two kinds of courage nec- 
essary to the operator—that kind of courage 
which is required to take a loss when judg- 
ment dictates it, and the kind of courage 
which enables a man to hold on to a success- 
ful trade, letting his profits pile up, until the 
psychological time comes to garner them in. 
This latter type of courage is by no means 
of the common variety. Indeed, it is so 
rare among traders that is is proverbial that 
the vast majority of those who trade in 
stocks at all take small profits when such 
are in sight and, as a rule, let their losses 
run indefinitely. This is plain financial 
suicide, nothing less. It is the reverse of 
what one should do in order to attain suc- 
cess. 

Having courage, nerve and poise the 
operator needs capital, of course, and a good 
stock of patience. Since few operators can 
hope to become important enough as mar- 
ket factors to influence the course of the 
market by their individual transactions, 
most of us must wait upon the market’s 
pleasure to give us our opportunities for 
making profit. We can diagnose the tech- 
nical situation from time to time with a 
fair degree of accuracy, perhaps, but we 
can seldom tell the moment when an ex- 
pected movement may actually occur. It is 
during the trying periods of waiting that 
the quality of patience comes into play. 
More often patience is required in observ- 
ing the market from day to day without, 


perhaps, making a commitment for days at 


a time. 


Trained Patience an Asset 


the cold chills creep up his back. Trad-*4 The successful trader learns to calmly 


ing in stocks, in fact all speculation, for 
that matter, is a man’s job. An operator 
needs nerve and poise, and as much as any- 
thing else the faculty of making quick de- 
cisions and carrying them out without hesi 


await the-appearance of the proper condi- 
i i It is a 

istake to suppose that in order to make 
large returns on one’s capital in the mar- 
ket one must be in the market nearly all 
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the time. It is true that excellent trading 
opportunities occur at frequent intervals. 
Yet, sometimes weeks pass without them. 
The patient operator overlooks no oppor- 
tunities, at the same time he will not make 
the mistake of attempting to trade in an 
unfavorable market. If the market does 
not suit him he will stay out of it, keeping 
up his records faithfully from day to day 
until the situation he is awaiting devel- 
ops. When it appears that a trade is ad- 
visable he will not hesitate to make it. 
Having made a trade according to his 
diagnosis, the first thing to do is to estab- 
lish in his own mind the portion of his 
trading capital he thinks it advisable to 
risk in backing his market judgment of the 
moment. This operation takes into consid- 
eration the familiar principle of loss limi- 
tation. Many writers have elaborated upon 
the practice of stopping losses, but nothing 
short of actual trading experience will serve 
to indelibly record in the trader’s mind the 
necessity for definitely limiting losses. 


“Where should the stop loss be placed?” is 
a question asked time and again. 


The 
answer is, place the stop loss at the point 
or price which, if reached, would tend to 
demonstrate that the original trading diag- 
nosis (made when the commitment was en- 
tered) was a faulty one. This covers the 
situation, needing only such elaboration as 
will come through constant trading prac- 
tice. 


Never Buck the Trend 


Another plank in the successful trader’s 
platform is that he must keep his trading 
in harmony with the movement of the mar- 
ket and must strive to go with the market, 
never bucking it. One of the most common 
methods of operations, and one which is 
constantly being advised, is to “buy on re- 
actions and buy a little more if your stock 
goes against you.” This advice is as simple 
as it sounds and has, no doubt, cost traders 
more money and mental anguish than any 
other piece of loose logic, of which there 
is much continually going the rounds of the 
Street. 

The trader who follows the market never 
buys more “a little bit lower down,” be- 
cause if it begins to go down after he buys, 
and continues to go down to any extent, he 
cuts his trade and takes his loss. He may 
also reverse his position at the same time, 


but he will not under any circumstances, 
send good money after bad. How often do 
we hear of people who made great sums of 
money during a bull market and lost all of 
it and more with it, trading in the bear 
market which always follows. Big, success- 
ful bears have also been known to go broke 
because they stayed on the short side long 
after the turn had come. In each case what- 
ever profits were secured were made by 
working in harmony with the market. The 
successful bull made money buying stocks 
during a bull market, and the successful 
bear made money by selling stocks during 
a bear market. Both lost by failing to turn 
when the turn came, or failing to get out 
of the market and awaiting a return of the 
conditions under which they could operate 
to advantage. A safe rule for the trader is 
never to attempt to buck the trend; go with 
it or get out. 


Ample Margins Necessary 


A third helpful thought in connection 
with practical trading is that the more 
modest a trader’s expectations in the way 
of profits hoped for, the more success in 
making any profit at all is he likely to 
achieve. In this connection the question of 
margins enters and is important. For trad- 
ing in a stock like United States Steel the 
minimum broker’s requirements are ten 
points margin constantly kept good. Twen- 
ty points margin is by many considered a 
comfortable allowance. Not so with the 
trader who looks upon operating in stocks 
from a businesslike viewpoint. No matter 
what any one may believe to the contrary, 
it is a fact that the trader with fifty points 
margin, only part of which may necessarily 
be at any time in his broker’s hands, has, 
as a rule, much better trading judgment and 
has greater chances of success than the man 
with only ten or twenty points to work on. 
Fear is one of the worst enemies the human 
mind has to deal with, and fear is bound 
to play a prominent part in the plans of 
any trader when losses reach the point 
where his trading margin is in danger. 
With $5,000 trading capital better by far 
attempt to trade in no more than 100 shares 
at a time and be free from fear than to 
trade in two or three times as much stock 
and court the possibility of seeing one’s 
capital seriously reduced. 

Starting in a small way and gradually 
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building up to bigger things has been the’ 


formula of nearly all great successes in the 
business world. Trading in stocks is just 
as much of a legitimate business as trading 
in any commodity. The same business 
principles underlie it, and success is for 
those who master these principles. Once 
success is achieved, and the trader reaches 
the point where profits come with a fair 
degree of regularity, then and then only will 
the time have arrived to expand operations. 
If one can trade successfully in ten share 


lots, having ample capital, it will not be 
long before the unit of trading can safely be 
raised to twenty and further progressive 
increases can be made from time to time. 
Such increases should be treated in the na- 
ture of a gradual growth. With success 
comes experience. By the time the ten share 
trader grows big enough to trade in round 
lots, having ample capital, he will have 
sufficiently mastered the technique of the 
business to enable him to operate safely in 
the larger units. 





FROM OUR READERS 
Enclosed please find $5.00 P. O. order for one year’s subscription, to date from 


expiration of present one. 


As I have read and still possess a copy of every number 


issued since October, 1908, the greatest wish I can think of making for the magazine’s 
future is, that it will never fall below the marvellously high standard attained under 


its present excellent management. 
* * 


* * 


Keep on sending it—do not wait for us to renew. The subscription price will 


always be forthcoming on receipt of your bill. 


STREET. It is a wonder in its class. 
* + 


We need THE MAGAZINE oF WALL 


* * 


Thank you for your opinion on stocks in your letter of the 6th. Your letter 
pleases me because it is definite and positive, also very clear as to just how you feel 


on individual securities and as a class. 


I appreciate the trouble you took to answer 


my letter at length, and I must apologize for asking so many questions. 


* * 
Your magazine is simply invaluable. 


I do not see why I ever stopped it. 


* * 
As I 


remember the rate was put up when the times I did not think warranted, therefore, I 


allowed it to be stopped. Which I now regret. 
Since taking it this time I have already learned several things which previously 


had not occurred to me, all of which are inestimable in value to the man marketwise 


intent. 
reads it is obliged to profit by so doing. 
* 7 


I cannot say too much for your magazine for the man who takes it and 


* * 


In November, 1907, when the first copy of the Ticker was published, I bought 


one of them and after looking it over I mailed my subscription immediately. 
taken it ever since and I expect to be a subscriber as long as I can read anything. 


I have 
I 


have all the back numbers except possibly two or three. They are very interesting 
reading at all times and I never tire of them. I always keep a few copies in the office 
for callers to look over as I find that it is far more interesting to them than other 
magazines. I would like to make a friendly suggestion, if I may be allowed to do so, 
and that is that you publish in each issue a line chart of some principal stock as you 
did at one time and, at the end of the year, a book of them as the Mass. Pub. Co. 
formerly did. I have frequently noticed that my callers always took more interest in 
these charts when you were publishing them than in any other feature of the 
magazine. I feel quite sure that it would be much appreciated by your large list 


of readers. 











